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the re-naming of the Division 
of Investment Management 
Regulation to the Division 
of Investment Management 
and has approved the transfer 
of certain functions to that 
Division from the Division 
of Corporation Finance 
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Corporation's Application For 
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15Ab-1 AND 15Ag-1. (File 
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securities association and mem- 
ber’s president solicited two 
subordination agreements from 
customers without disclosing 
such basic matters as the 
minimum term of the loan, 
its’ risks, and the lack of 
protection for subordinated 
lenders under the Securities 
Investor Protection Act, asso- 
ciation’s findings that such 
solicitations were  inconsis- 
tent with just and equitable 
principles of trade and high 
standards of commercial honor, 
unsuitable and deceptive, sus- 
tained. But since certain 
other findings of violations 
were Set aside, since investors 
were unharmed, and since ap- 
plicants were themselves con- 
fused about the legal relation- 
ships created by the agree- 
ments that they asked their 
customers to sign, sanctions 
reduced from expulsion and 
total bar to 90-day suspen- 
sions. 





0947 
34-12565 WHITESIDE & COMPANY and 
CLARENCE K. WHITESIDE 
WILLIAM H. WHITESIDE 


Where member of registered 
securities association and its 
two partners failed to make 
required deposits in special 
account for the exclusive 
benefit of the firm’s custom- 
ers and did not send immedi- 
ate telegraphic notice of those 
failures association's findings 
of violation and sanctions im- 


posed therefor affirmed. 0949 
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SECURITIES ACT OF 1933 
Release No. 5719/June 21, 1976 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 12562/June 21, 1976 


PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19586/June 21, 1976 


TRUST INDENTURE ACT OF 1939 
Release No. 438/June 21, 1976 


INVESTMENT COMPANY ACT OF 1940 
Release No. 9326/June 21, 1976 


INVESTMENT ADVISERS ACT OF 1940 
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Release No. 522/June 21, 1976 


EXTENSION OF COMMENT PERIOD RELATING TO 
PROPOSED AMENDMENT TO RULE 24 OF THE RULES OF 
PRACTICE; REVOCATION OF THE SECURITIES 
EXCHANGE ACT RULE 12b-34 


In Securities Act Release No. 33-5711 (May 21, 1976), the 
Commission solicited the views of all interested parties with 
regard to a proposed rule limiting incorporation by reference 
to three years unless a document is a basic document, new 
procedures regarding the filing of basic documents and the 
rescission of Rule 12b-34 under the Securities Exchange 
Act, 17 CFR 240.12b-34. 


The Commission has received requests that the comment 
period be extended so that interested persons may have ad- 
ditional time in which to present their views and supporting 
data on these matters. 


The Commission has considered these requests and has 
determined to extend the comment period until July 19, 
1976. 


Interested parties are invited to submit their views to George 
A. Fitzsimmons, Secretary, Securities and Exchange Com- 
mission, 500 North Capitol Street, Washington, D. C. 
20549, on or before July 19, 1976. Reference should be 
made to File No. $7-633. All comments received will be 
subject to public inspection. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES ACT OF 1933 
Release No. 5720/June 22, 1976 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 12568/June 22, 1976 


TRUST INDENTURE ACT OF 1939 
Release No. 439/June 22, 1976 


INVESTMENT COMPANY ACT OF 1940 
Release No. 9329/June 22, 1976 


DIVISION OF INVESTMENT MANAGEMENT REGULATION 
RENAMED DIVISION OF INVESTMENT MANAGEMENT; 
TRANSFER OF CERTAIN FUNCTIONS FROM DIVISION OF 
CORPORATION FINANCE TO DIVISION OF INVESTMENT 
MANAGEMENT; AMENDMENT OF SUBPART A, 
STATEMENT OF ORGANIZATION, CONDUCT AND 
ETHICS, AND INFORMATION AND REQUESTS 


The Securities and Exchange Commission has approved the 
re-naming of the Division of Investment Management 
Regulation to the Division of Investment Management and 
has approved the transfer of certain functions to that Divi- 
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sion from the Division of Corporation Finance. Both actions 
are designed to reflect the Commission's determination that 
federal statutes and regulations affecting money manage- 
ment activity should be administered on a coordinated and, 
to the extent feasible, uniform basis. 


The former Division of Investment Management Regulation 
was responsible for the administration of the regulatory 
provisions of the Investment Company Act of 1940 (“ICA”) 
and the Investment Advisers Act of 1940, and the Division 
of Investment Management will continue to perform this 
function. In addition, the Division of Investment Manage- 
ment will perform certain functions previously performed by 
the Division of Corporation Finance, relating to disclosure 
requirements applicable to investment companies and cer- 
tain similar types of issuers. Specifically, the Division of 
Investment Management has assumed responsibility for in- 
terpretive questions arising under the Securities Act of 1933 
relating to investment companies and certain similar issuers, 
for the administration of disclosure requirements with 
respect to registration and proxy statements filed by such 
companies under the Securities Act of 1933, the Securities 
Exchange Act of 1934 and the ICA, and for all matters per- 
taining to such companies arising under the Trust Indenture 
Act of 1939. The functions transferred to the Division of 
Investment Management also include those pertaining to 
the review of periodic reports which investment companies 
transmit to their shareholders or file with the Commission 
pursuant to Section 30 of the ICA. 


These changes have been made to place the Division of 
Investment Management in a better position to examine the 
laws applicable to various types of money management ac- 
tivities—including those which now are not subject to direct 
regulation by the Commission—and to recommend any 
changes in, or additions to, such laws which may be ap- 
propriate. In this connection, the Division is about to under- 
take a study of all types of pooled investment vehicles, in- 
cluding a comparison of the regulatory requirements 
applicable to each. The plan for such a study reflects the 
Commission's recognition that many pooled investment 
vehicles which are not subject to the ICA nonetheless offer 
services somewhat similar to those offered by investment 
companies, and may pose problems, such as conflicts of in- 
terest on the part of management, similar to those which led 
to the enactment of the ICA. The ICA, however, does not 
readily lend itself to the appropriate regulation of many of 
these pooled investment vehicles. Therefore, the Division 
study will not confine itself to a consideration of whether 
legislation should be recommended to broaden the 
applicability of the ICA but will also consider the feasibility 
of an investment management statute designed to apply un- 
iformly to existing and developing investment services. 


These changes are also expected to facilitate coordination 
between those staff members responsible for administering 
regulatory requirements applicable to investment companies 
under the ICA, and those responsibis for administering the 
disclosure requirements applicable to such companies. 


Responsibility for matters pertaining to disclosure with 
respect to investment companies and certain similar issuers 
rests with the Office of Disclosure Policy and Review within 
the Division. The staff of this office consists, to a significant 
extent, of the same individuals who formerly served in 
similar capacities in the Division of Corporation Finance. 


Matters relating to the regulation of investment companies 
under the ICA will continue to be dealt with by the branches 
of the Division's Office of Investment Company Regulation. 


In connection with the change in name of the “Division of 
Investment Management Regulation’ to the “Division of 
Investment Management”, Articles 20b and 30-5 of Sub- 
part A of the Commission's Statement of Organization, Con- 
duct and Ethics, and Information and Requests [17 CFR 
200.20b and 200.30-5] have been amended to reflect the 
name change by deleting from the caption and first 
paragraph of both Articles and from paragraphs (h)(1) and 
(h)(2) of Article 30-5 the words “Investment Management 
Regulation” and adding in lieu thereof the words “‘Invest- 
ment Management”. 


In connection with the transfer of functions, Articles 30-1 
and 30-5 of Subpart A of the Commission's Statement of 
Organization, Conduct and Ethics, and Information and Re- 
quests [17 CFR 200.30-1 and 200.30-5] have been amend- 
ed by the revocation of certain authority previously 
delegated to the Director of the Division of Corporation 
Finance and the delegation of that authority to the Director 
of the Division of Investment Management. 


Articles 18 and 20b of Subpart A of the Commission's 
Statement of Organization, Conduct and Ethics, and Infor- 
mation and Requests [17 CFR 200.18 and 200.20b], which 
describe the functions of the two Divisions, have been 
amended to reflect the transfer of functions. 


Articles 18, 20b, 30-1 and 30-5, as amended, are set forth 
below. 


Article 18 - Director of Division of Corporation Finance 


The Director of the Division of Corporation Finance is 
responsible to the Commission for the administration of all 
matters, except those pertaining to investment companies 
registered under the Investment Company Act of 1940, 
relating to establishing and requiring adherence to standards 
of economic and financial reporting and disclosure with 
respect to securities traded on national securities exchanges 
or required to be registered pursuant to section 12(g) of the 
Securities Exchange Act of 1934, or offered for public sale 
pursuant to registration or exemptive regulations; es- 
tablishing and requiring adherence to standards of fair dis- 
closure in the solicitation of proxies for election of directors 
and other corporate actions; and for the enforcement of the 
standards set forth in the Trust Indenture Act of 1939 regar- 
ding indentures covering debt securities. These duties shall 
include, with the exception of the enforcement and related 
activities under the jurisdiction of the Division of Enforce- 
ment, the responsibility to the Commission for the ad- 
ministration of disclosure and related requirements of the 
Securities Act of 1933, the Securities Exchange Act of 
1934, the Public Utility Holding Company Act of 1935, and 
the Trust Indenture Act of 1939, and the investigations and 
inspections arising in connection with such administration, 
as listed below: 
(a) All matters under the Securities Act of 1933 [15 
U.S.C. 77a, et seq.] arising from or pertaining to 
material filed pursuant to the requirements of that Act, 
except such material filed by investment companies 
registered under the Investment Company Act of 
1940. 
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(b) All matters, except those pertaining to investment 
companies registered under the Investment Company 
Act of 1940, arising under the Securities Exchange 
Act of 1934 [15 U.S.C. 78a, et seq.] in connection 
with: 


(1) The registration of securities pursuant to Section 
12 of the Act [15 U.S.C. 78/], including the exemptive 
provisions of Section 12(h) [15 U.S.C. 78/h)]. 


(2) The examination and processing of periodic 
reports filed pursuant to sections 13 and 15(d) of the 
Act [15 U.S.C. 78m, 78o(d)]. 


(3) The examination and processing of proxy 
soliciting material filed pursuant to section 14(a) and 
information material filed pursuant to section 14(c) of 
the Act [15 U.S.C. 78n(a), 78n(c)]. 


(c) All matters relating to the examination and 
processing of beneficial ownership of securities and 
changes in such ownership filed under section 16(a) of 
the Securities Exchange Act of 1934 [15 U.S.C. 
78pla)], section 17(a) of the Public Utility Holding 
Company Act of 1935 [15 U.S.C. 79q(a)] and section 
30(f) of the Investment Company Act of 1940 [15 
U.S.C. 80a-29(f)]. 


(d) The examination and processing of proxy and in- 
formation material filed under the Public Utility 
Holding Company Act of 1935 [15 U.S.C. 79a, et se- 
q.] and subject to Regulation 14A [17 CFR 240.14a-1 
to 240.14a-12] or Regulation 14C [17 CFR 240.14c- 
1 to 240.14c-7] issued under the Securities Exchange 
Act of 1934. 


(e) All matters, except those pertaining to investment 
companies registered under the Investment Company 
Act of 1940, arising under the Trust Indenture Act of 
1939 [15 U.S.C. 77aaa, et seq.]. 


Article 20b - Director of Division of Investment Manage- 
ment 


The Director of the Division of Investment Management is 
responsible to the Commission for the administration of the 
Commission's responsibilities under the Investment Com- 
pany Act of 1940 and the Investment Advisers Act of 1940, 
and with respect to matters pertaining to investment com- 
panies registered under the Investment Company Act of 
1940 and pooled investment funds or accounts, the ad- 
ministration of all matters relating to establishing and requir- 
ing adherence to standards of economic and financial repor- 
ting and the administration of fair disclosure and related 
matters under the Securities Act of 1933 and the Securities 
Exchange Act of 1934 and enforcement of the standards set 
forth in the Trust Indenture Act of 1939 regarding inden- 
tures covering debt securities, as listed in (a) through (e) 
hereof. These duties shail include investigations and inspec- 
tions arising in connection with such administration, but 
shall not include the enforcement and related activities un- 
der the jurisdiction of the Division of Enforcement: 


(a) The administration of all matters arising under the 
Investment Company Act of 1940 [15 U.S.C. 80a-1, 
et seq.], except those arising under section 30(f) of the 
Act [15 U.S.C. 80a-29/(f)]. 
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(b) All matters arising under the Securities Act of 
1933 [15 U.S.C. 77a, et seq.] arising from or per- 
taining to material filed pursuant to the requirements 
of that Act by investment companies registered under 
the Investment Company Act of 1940 [15 U.S.C. 80a- 
1, et seq.] and pooled investment funds or accounts. 


(c) All matters arising under the Securities Exchange 
Act of 1934 [15 U.S.C. 78a, et seq.], except the ex- 
amination and processing of statements of beneficial 
ownership of securities and changes in such 
ownership filed under section 16(a) of such Act, per- 
taining to investment companies registered under the 
Investment Company Act of 1940 and pooled invest- 
ment funds or accounts in connection with: 


(1) The registration of securities pursuant to section 
12 of the Act [15 U.S.C. 78/], including the exemptive 
provisions of section 12(h) [15 U.S.C. 78/(h)]. 


(2) The examination and processing of periodic 
reports filed pursuant to sections 13 and 15({d) of the 
Act [15 U.S.C. 78m, 78o(d)]. 


(3) The examination and processing of proxy 
soliciting material filed pursuant to section 14(a) and 
information material filed pursuant to section 14(c) of 
the Act [15 U.S.C. 78n(a), 78n(c)]. 


(d) All matters pertaining to investment companies 
registered under the Investment Company of 1940 
and pooled investment funds or accounts arising un- 
der the Trust Indenture Act of 1939 [15 U.S.C. 77aaa, 
et seq. |. 


(e) All matters arising under the Investment Advisers 
Act of 1940 [15 U.S.C. 80b-1, et seq.]. 


Article 30-1 - Delegation of Authority to Director of Division 
of Corporation Finance 


Pursuant to the provisions of Public Law No. 87-592, 76 
Stat. 394 [15 U.S.C. 78d-1, 78d-2], the Securities and Ex- 
change Commission hereby delegates, until the Commission 
orders otherwise, the following functions to the Director of 
the Division of Corporation Finance, to be performed by him 
or under his direction by such person or persons as may be 
designated from time to time by the Chairman of the Com- 
mission: 


(a) With respect to registration of securities pursuant 
to the Securities Act of 1933 [15 U.S.C. 77a, et seq.|, 
and Regulation C thereunder, [17 CFR 230.400, et 
seq.|: : 


(1) To determine the effective dates of amendments 
to registration statements filed pursuant to section 
8(c) of the Act [15 U.S.C. 77h(c)]. 


(2) To consent to the withdrawal of registration 
statements or amendments or exhibits thereto, pur- 
suant to Rule 477 [17 CFR 230.477], and to issue 
orders declaring registration statements abandoned, 
pursuant to Rule 479 [17 CFR 230.479]. 


(3) To grant applications for confidential treatment of 
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contract provisions pursuant to Rule 485 [17 CFR 
230.485] under the Act; to issue orders scheduling 
hearings on such applications and to deny any such 
application as to which the applicant waives his right 
to a hearing, provided such applicant is advised of his 
right to have such denial reviewed by the Commission. 


(4) To accelerate the use or publication of any sum- 
mary prospectus filed with the Commission pursuant 
to section 10(b) of the Act [15 U.S.C. 77j(b)] and Rule 
434A\(g) thereunder [17 CFR 230.434a(g)]. 


(5) To take the following action pursuant to section 
8(a) of the Act [15 U.S.C. 77h(a)}: 


(i) To determine registration statements to be effec- 


tive within shorter periods of time than twenty days 


after the filing thereof; 


(ii) To consent to the filing of amendments prior to the 
effective dates of registration statements as parts 
thereof, or to determine that amendments filed prior to 
the effective dates of registration statements have 
been filed pursuant to orders of the Commission, so as 
to be treated as parts of the registration statements for 
the purpose of section 8(a) of the Act [15 U.S.C. 
77h(a)]; 


(iii) To determine to be effective applications for 
qualification of trust indentures filed with registration 
statements. 


(6) Pursuant to instructions as to financial statements 
contained in forms adopted under the Act: 


(i) To permit the omission of one or more financial 
statements therein required or the filing in substitution 
therefor of appropriate statements of comparable 
character, or 


(ii) To require the filing of other financial statements 
in addition to, or in substitution for, the statements 
therein required. 


(7) Acting pursuant to section 4(3) of the Act [15 
U.S.C. 77d(3)] or Rule 174 thereunder [17 CFR 
230.174], to reduce the 40-day period or the 90-day 
period with respect to transactions referred to in sec- 
tion 4(3)(b) of the Act [15 U.S.C. 77d(3)(B)]. 


(8) To act on applications to dispense with any 
written consents of an expert pursuant to Rule 437 
[17 CFR 230.437]. 


(b) With respect to the Securities Act of 1933 [15 
U.S.C. 77a, et seq.] and Regulation B thereunder [17 
CFR 230.300, et seq.]: 


(1) To authorize the commencement of the offering 
within shorter periods of time than 10 days after the 
filing of the offering sheet, pursuant to Rule 310(a) 
thereunder [17 CFR 230.310(a)]: 


(2) To authorize the issuance of orders temporarily 
suspending the effectiveness of offering sheets as 
prescribed in Rule 334 thereunder [17 CFR 230.334]; 


(3) To issue notices of suspension of offering sheets 
and of opportunity for hearing thereon, in the manner 
prescribed in Rule 336(a) thereunder [17 CFR 
230.336(a)]; 


(4) To terminate temporary suspension orders issued 
by the Commission under Rule 334 [17 CFR 
230.334], to terminate proceedings under Rule 
336(a) [17 CFR 230.336(a)] and to issue notices of 
such action, if any time before the Commission enters 
an order setting the matter down for hearing, as set 
forth in Rule 336(c) [17 CFR 230.336(c)], it finds that 
the offering sheet has been amended to cure the ob- 
jections specified in the temporary suspension order or 
the notice instituting the proceeding; 


(5) To authorize the issuance of orders granting re- 
quests for withdrawal of offering sheets, pursuant to 
Rule 344 thereunder [17 CFR 230.344], when it 
appears that no sales of securities described in said 
offering sheets have, in fact, been made; 


(6) To authorize the issuance of orders declaring 
offering sheets effective, as amended, filed in accor- 
dance with the provisions in Rule 340 thereunder [17 
CFR 230.340] and Rule 342(c) thereunder [17 CFR 
230.342(c)]: 


(7) To authorize the issuance of orders terminating 
the effectiveness of offering sheets upon applications 
of persons filing them in compliance with the 
provisions of Rule 346 thereunder [17 CFR 230.346]; 
and 


(8) To authorize the granting of applications for 
release of reports filed with the Commission on Form 
1-G [17 CFR 239.101(b)(1)] pursuant to Rule 316(a) 
thereunder [17 CFR 230.316(a)]. 


(c) With respect to the Trust Indenture Act of 1939 
[15 U.S.C. 77aaa, et seq.|: 


(1) To determine to be effective prior to the twentieth 
day after filing thereof applications for qualification of 
indentures filed on Form T-3 [17 CFR 269.3] pursuant 
to section 307 of the Act [15 U.S.C. 77ggg], and Rule 
7a-1 thereunder [17 CFR 260.7a-1]; 


(2) To authorize the issuance of orders exempting 
certain securities from the provisions of the Act pur- 
suant to section 304(c) and (d) thereof [15 U.S.C. 
77ddd(c), 77ddd(d)] and Rule 4c-1 thereunder [17 
CFR 260.4c- 1]; 


(3) In cases in which opportunity for hearing is waiv- 
ed, to authorize the issuance of orders determining 
that a trusteeship under an indenture to be qualified 
and another indenture is not so likely to involve a 
material conflict of interest as to make it necessary to 
disqualify the trustee pursuant to section 310(b)(1)(ii) 
of the Act [15 U.S.C. 77jjj(b)(1)(ii)] and Rule 10b-2 
thereunder [17 CFR 260.10b-2]. 


(d) With respect to the Securities Exchange Act of 
1934 [15 U.S.C. 78a, et seq_]: 


(1) To determine to be effective applications for 
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registration of securities on a national securities ex- 
change prior to thirty days after receipt of a certifica- 
tion pursuant to section 12(d) of the Act [15 U.S.C. 
78Kd)]; 


(2) Pursuant to instructions as to financial statements 
contained in forms adopted under the Act: 


(i) To permit the omission of one or more financial 
statements therein required or the filing in substitution 
therefor of appropriate statements of comparable 
character; 


(ii) To require the filing of other financial statements 
in addition to, or in substitution for, the statements 
therein required; 


(3)(i) To grant and deny applications for confidential 
treatment filed pursuant to section 24(b) of the Act 
[15 U.S.C. 78x(b)] and Rule 24b-2 thereunder [17 
CFR 240.24b-2]; 


(ii) To revoke a grant of any such application for con- 
fidential treatment. 


(4) To authorize the use of forms of proxies, proxy 
statements or other soliciting material within periods 
of time less than that prescribed in Rules 14a-6, 14a- 
8(d) and 14a-11 [17 CFR 240.14a-6, 240.14a-8(d), 
and 240.14a-11]; to authorize the filing of information 
statements within periods of time less than that 
prescribed in Rule 14c-5(a) [17 CFR 240.14c-5(a)]: 
and to authorize the filing of information pursuant to 
Rule 14d-2(f) [17 CFR 240.14d-2(f)] and Rule 14f-1 
[17 CFR 240.14f-1] within periods of time less than 
that prescribed in those sections. 


(5) To grant or deny applications filed pursuant to 
section 12(g)(1) of the Act [15 U.S.C. 78/g)(1)] for ex- 
tensions of time within which to file registration 
statements pursuant to that section and to grant or 
deny applications filed pursuant to Rule 12b-25 [17 
CFR 240.12b-25] for extensions of time within which 
to file information, documents, or reports, provided the 
applicant is advised of his right to have any such 
denial reviewed by the Commission. 


(6) To accelerate at the request of the issuer the 
effective date of registration statements filed pursuant 
to section 12(g) of the Act [15 U.S.C. 78Ag)}. 


(7) To issue notices of applications for exemptions 
under section 12(h) of the Act [15 U.S.C. 78h)j. 


(8) At the request of the issuer to accelerate the ter- 
mination of registration of any class of equity 
securities as provided in section 12(g)(4) of the Act 
[15 U.S.C. 781(g)(4)}. 


(e) To designate officers empowered to administer 
oaths and affirmations, subpoena witnesses, compel 
their attendance, take evidence, and require the 
production of any books, papers, correspondence, 
memoranda, contracts, agreements, or other records 
in the course of any examination or investigation in- 
stituted by the Commission pursuant to section 19(b) 
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of the Securities Act of 1933 [15 U.S.C. 77s(b)], sec- 
tion 21(b) of the Securities Exchange Act of 1934 [15 
U.S.C. 78u(b)], section 8(e) of the Securities Act of 
1933 [15 U.S.C. 77h(e)], and section 42(b) of the 
Investment Company Act of 1940 [15 U.S.C. 80a- 
41(b)]. 


(f) In nonpublic investigatory proceedings within the 
responsibility of the Director, to grant requests of per- 
sons to procure copies of the transcript of their 
testimony given pursuant to Rule 6 of the Com- 
mission’s Rules Relating to Investigations as in effect 
subsequent to November 16, 1972 [17 CFR 203.6]. 


(g) Notwithstanding anything in the foregoing: 


(1) Matters arising under the Investment Company 
Act of 1940 [15 U.S.C. 80a-1, et seq.], the Securities 
Act of 1933 [15 U.S.C. 77a, et seq.], the Securities 
Exchange Act of 1934 [15 U.S.C. 78a, et seq.] and the 
Trust Indenture Act of 1939 [15 U.S.C. 77aaa, et seq. | 
pertaining to investment companies registered under 
the Investment Company Act of 1940 are not within 
the scope of the functions delegated to the Director of 
the Division of Corporation Finance, except those aris- 
ing under section 30(f) of the Investment Company 
Act of 1940 [15 U.S.C. 80a-29(f)]. 


(2) The Director of the Division of Corporation 
Finance shall have the same authority with respect to 
the Securities Act of 1933 [15 U.S.C. 77a, et seq.], 
Regulation A [17 CFR 230.251, et seq.], and Regula- 
tion F [17 CFR 230.651, et seq.], as that delegated to 
each Regional Administrator in paragraphs (a), (b) and 
(d) of Article 30-6 of the Commission's Statement of 
Organization, Conduct and Ethics, and Information 
and Requests [17 CFR 200.30-6]. 


(3) In any case in which the Director of the Division of 
Corporation Finance believes it appropriate, he may 
submit the matter to the Commission. 


Article 30-5 - Delegation of Authority to Director of Division 
of Investment Management 


Pursuant to the provisions of Public Law No. 87-592, 76 
Stat. 394 [15 U.S.C. 78d-1, 78d-2], the Securities and Ex- 
change Commission hereby delegates, until the Commission 
orders otherwise, the following functions to the Director of 
the Division of Investment Management, to be performed by 
him or under his direction by such person or persons as may 
be designated from time to time by the Chairman of the 
Commission: 


(a) With respect to the Investment Company Act of 
1940 [15 U.S.C. 80a-1, et seq,]: 


(1) To issue notices, pursuant to Rule 0-5(a) 17 CFR 
270.0-5(a)], with respect to applications for orders un- 
der the following sections of the Act and the rules and 
regulations promulgated thereunder and, with respect 
to Section 8(f) of the Act, in cases where no applica- 
tion has been filed, where, upon examination, the 
matter does not appear to him to present issues not 
previously settled by the Commission or to raise 
questions of fact or policy indicating that the public in- 
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terest or the interest of investors requires that a hear- 
ing be held: 


(i) Section 3(b)(2), 15 U.S.C. 80a-3(b)(2); 
(ii) Section 6(b), 15 U.S.C. 80a-6(b): 
(iii) Section 6(c), 15 U.S.C. 80a-6(c); 
(iv) Section 6(d), 15 U.S.C. 80a-6(d); 
(v) Section 6(e), 15 U.S.C. 80a-6(e); 
(vi) Section 7(d), 15 U.S.C. 80a-7(d); 
(vii) Section 8(f), 15 U.S.C. 80a-8(f); 
(viii) Section 10(e), 15 U.S.C. 80a-10(e):; 
(ix) Section 10(f), 15 U.S.C. 80a-10(f): 
(x) Section 1 1(a), 15 U.S.C. 80a-11 (a); 


(xi) Section 12(g), 
(xii) Section 16(a), 
(xiii) Section 17(b), 


15 U.S.C. 80a-12(g); 
15 U.S.C. 80a- 16 (a); 
15 U.S.C. 80a-17(b); 


(xiv) Section 17(d), 15 U.S.C. 80a-17(d): 
(xv) Section 17(e), 15 U.S.C. 80a-17(e): 
(xvi) Section 17/(f), 15 U.S.C. 80a-17(f); 
(xvii) | Section 17(g), 15 U.S.C. 80a-17(g); 
(xviii) Section 18(j), 15 U.S.C. 80a-18()): 
(xix) Section 23(b), 15 U.S.C. 80a-23(b): 
(xx) Section 23(c), 15 U.S.C. 80a-23(c); 
(xxi) Section 28(c), 15 U.S.C. 80a-28(c):; 
(xxii) Section 31(d), 15 U.S.C. 80a-30(d); 
(xxiii) Section 32(c), 15 U.S.C. 80a-31(c); 
(xxiv) Section 45(a), 15 U.S.C. 80a-44(a); 


(2) To authorize the issuance of orders where a 
notice, pursuant to Rule O-5(a) [17 CFR 270.0-5(a)], 
has been issued and no request for a hearing has been 
received from any interested person within the period 
specified in the notice and the matter involved 
presents no issue that he believes has not previously 
been settled by the Commission and it does not 
appear to him to be necessary in the public interest or 
the interest of investors that a hearing be held; [sec- 
tion 40(a) of the Act, 15 U.S.C. 80a-39(a)]; 


(3) To permit the withdrawal of applications pursuant 
to the Act [15 U.S.C. 80a-1, et seq.]. 


(4) In connection with the mailing of reports to 
stockholders and the filing with the Commission of 
registration statements and of reports: 


(i) To grant reasonable extensions of time, upon a 
showing of good cause and that it would not be con- 
trary to the public interest or inconsistent with the 
protection of investors; and 


(ii) To deny requests for extension of time, provided 
the applicant is advised that he can request Commis- 
sion review of any such denial. 


(5) To permit, pursuant to Rule 20a-2(a)(9) [17 CFR 
270.20a-2(a)(9)], the omission from a.proxy state- 
ment of a registered investment company of the cer- 
tification of the balance sheet of the investment ad- 
viser of such investment company and, if the invest- 
ment adviser is primarily engaged in a business other 
than the underwriting or distribution of investment 
company securities or the performance of advisory 
services to registered investment companies, to per- 
mit the summarization or omission of such balance 
sheet. 


(6) To authorize the issuance of orders granting con- 
fidential treatment pursuant to section 45(a) of the 
Act [15 U.S.C. 80a-44(a)] where applications for con- 
fidential treatment are made regarding matters of dis- 
closure in registration statements filed pursuant to 
section 8 of the Act [15 U.S.C. 80a-8] or in reports fil- 
ed pursuant to section 30 of the Act [15 U.S.C. 80a- 
29], but only when the Commission has previously by 
order granted confidential treatment to the same infor- 
mation. 


(b) With respect to matters pertaining to investment 
companies registered under the Investment Company 
Act of 1940 and pooled investment funds or accounts 
arising under the Securities Act of 1933, the 
Securities Exchange Act of 1934 and the Trust Inden- 
ture Act of 1939, the same functions as are delegated 
to the Director of the Division of Corporation Finance 
in regard to companies other than such registered in- 
vestment companies in sections (a), (c) and (d) of Arti- 
cle 30-1 [17 CFR 200.30-1] of these articles. 


(c) With respect to the Securities Act of 1933 [15 
U.S.C. 77a, et seq.] and Regulation E thereunder [17 
CFR 230.601, et seq]: 


(1) To authorize the offering of securities: 


(i) Less than ten days subsequent to the filing with 
the Commission of a notification on Form 1-E [17 CFR 
239.200] pursuant to Rule 604(a) {17 CFR 
230.604(a)]; 


(ii) Less than ten days subsequent to the filing of an 
amendment to a notification on Form 1-E [17 CFR 
239.200] pursuant to Rule 604(c) [17 CFR 
230.604(c)]. 


(2) To authorize the use of a revised or amended 
offering circular less than ten days subsequent to the 
filing thereof pursuant to Rule 605(e) [17 CFR 
230.605(e)]. 


(3) To authorize the use of communications specified 
in paragraphs (a), (b) and (c) of Rule 607 [17 CFR 
230.607]. less than five days subsequent to the filing 
thereof. 


(4) To permit the withdrawal of any notification, or 
any exhibit or other documents filed as a part thereof, 
pursuant to Rule 604(d) [17 CFR 230.604(d)]. 


(d) To issue certifications to investment companies 
which are principally engaged in the furnishing of 
capital to other corporations which are principally 
engaged in the development or exploitation of inven- 
tions, technological improvements, new processes, or 
products not previously generally available, pursuant 
to section 851(e) of the Internal Revenue Code of 
1954 [26 U.S.C. 851(e)], where applications from 
such companies do not present issues not previously 
settled by the Commission and do not require a hear- 
ing. 


(e) With respect to the Investment Advisers Act of 
1940 [15 U.S.C. 80b-1, et seq.]: 
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(1) Pursuant to section 203(c) of the Act [15 U.S.C. 
80b-3(c)]: to authorize the issuance of orders granting 
registration of investment advisers within 45 days of 
the filing of an application for registration as an invest- 
ment adviser (or within such longer period as to which 
the applicant consents). 


(2) Pursuant to section 203(h) of the Act [15 U.S.C. 
80b-3(h)], to authorize the issuance of orders cancell- 
ing registration of investment advisers, or applications 
for registration, if such investment advisers or 
applicants for registration are no longer in existence or 
are not engaged in business as investment advisers. 


(f) To designate officers empowered to administer 
oaths and affirmations, subpoena witnesses, compel 
their attendance, take evidence, and require the 
production of any books, papers, correspondence, 
memoranda, contracts, agreements, or other records 
in the course of investigations instituted by the Com- 
mission pursuant to section 209(b) of the Investment 
Advisers Act of 1940 [15 U.S.C. 80b-9(b)], section 
42(b) of the Investment Company Act of 1940 [15 
U.S.C. 80a-41(b)], section 19(b) of the Securities Act 
of 1933 [15 U.S.C. 77s(b)], section 21(b) of the 
Securities Exchange Act of 1934 [15 U.S.C. 78u(b)| 
and section 8(e) of the Securities Act of 1933 [15 
U.S.C. 77h(e)]. 

(g) In nonpublic investigatory proceedings within the 
responsibility of the Director, to grant requests of per- 
sons to procure copies of the transcript of their 
testimony given pursuant to Rule 6 of the Com- 
mission’s Rules Relating to Investigations as in effect 
subsequent to November 16, 1972 [17 CFR 203.6]. 


(h) Notwithstanding anything in the foregoing: 


(1) The Director of the Division of Investment 
Management shall have the same authority with 
respect to the Securities Act of 1933 [15 U.S.C. 77a, 
et seq.], Regulation A [17 CFR 230.251, et seq.], and 
Regulation F [17 CFR 230.651, et seq.], as that 
delegated to each Regional Administrator in 
paragraphs (a), (b) and (d) of Article 30-6 of the Com- 
mission's Statement of Organization, Conduct and 
Ethics, and Information and Requests [17 CFR 
200.30-6]. 


(2) In any case in which the Director of the Division of 
Investment Management believes it appropriate, he 
may submit the matter to the Commission. 


The Commission finds that the foregoing actions relate sole- 
ly to agency organization, procedure or practice and that 
notice and procedures under 5 U.S.C. 553 are unnecessary. 
Accordingly, the foregoing actions, which were taken pur- 
suant to Public Law No. 87-592, 76 Stat. 394 [15 U.S.C. 
78d-1, 78d-2], became effective on April 2, 1976 with 
respect to the name change and on May 3, 1976 with 
respect to the transfer of functions. 


By the Commission. 


George A. Fitzsimmons 
Secretary 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 12554/June 18, 1976 


NOTICE OF FILING OF PROPOSED RULE CHANGE BY THE 
NEW YORK STOCK EXCHANGE 


File No. SR-NYSE-76-36 


The New York Stock Exchange, Inc. submitted. on June 15, 
1976 a proposed rule change under Rule 19b-4 to rescind 
the restrictions in its Rule 110 except the prohibition against 
dominating the market in a stock. Current Exchange Rule 
110 provides that Registered Traders shall not congregate in 
a particular stock; dominate the market in a stock, in- 
dividually or as a group, intentionally or unintentionally; 
effect purchasers of sales except in a reasonable and orderly 
manner; or be conspicuous in the general market or in the 
market in a particular stock. Paragraph 10 of Rule 110 also 
provides that, in general, no more than three Registered 
Traders may be in the trading crowd for one stock at the 
same time. 


Publication of the submission is expected to be made in the 
Federal Register during the week of June 21, 1976. In order 
to assist the Commission to determine whether to approve 
the proposed rule change or institute proceedings to deter- 
mine whether the proposed rule change should be disap- 
proved, interested persons are invited to submit written 
data, views and arguments. concerning the submission 
within 21 days from the date of publication in the Federa/ 
Register. Persons desiring to make written submissions 
should file six copies thereof with the Secretary of the Com- 
mission, Securities and Exchange Commission, 500 North 
Capito! Street, Washington, D. C. 20549. Reference should 
be made to File No. SR-NYSE-76-36. 


Copies of the submission and of all written comments will be 
available for inspection at the Securities and Exchange Com- 
mission’s Public Reference Room, 1100 L Street, N.W., 
Washington, D. C. Copies of the filing will also be available 
at the principal office of the above-mentioned self-regulatory 
organization. 


For the Commission by the Division of Market Regulation 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12555/June 18, 1976 


NOTICE OF FILING OF PROPOSED RULE CHANGE BY THE 
NEW YORK STOCK EXCHANGE, INC. 


File No. SR-NYSE-76-37 
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The New York Stock Exchange, Inc. submitted on June 15, 
1976 a proposed rule change under Rule 19b-4 to reduce 
the minimum capital requirement for Registered Traders 
from the current initial and maintenance capital re- 
quirements of $250,000 and $175,000, respectively, to a 
constant minimum capital requirement of $25,000 over and 
above any other Federal or Exchange capital requirements 
and to change the title of ‘Registered Trader(s)"’ to 
“Competitive Trader(s).” 


Publication of the submission is expected to be made in the 
Federal Register during the week of June 21, 1976. In order 
to assist the Commission to determine whether to approve 
the proposed rule change or institute proceedings to deter- 
mine whether the proposed rule change should be disap- 
proved, interested persons are invited to submit written 
data, views and arguments concerning the submission 
within 21 days from the date of publication in the Federal 
Register. Persons desiring to make written submissions 
should file six copies thereof with the Secretary of the Com- 
mission, Securities and Exchange Commission, 500 North 
Capito! Street, Washington, D. C. 20549. Reference should 
be made to File No. SR-NYSE-76-37. 


Copies of the submission and of all written comments will be 
available for inspection at the Securities and Exchange Com- 
mission's Public Reference Room, 1100 L Street, N. W., 
Washington, D. C. Copies of the filing will also be available 
at the principal office of the abovementioned self-regulatory 
organization. 


For the Commission by the Division of Market Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12556/June 18, 1976 


NOTICE OF FILING OF PROPOSED RULE CHANGE BY THE 
NEW YORK STOCK EXCHANGE, INC. 


File No. SR-NYSE-76-38 


The New York Stock Exchange, Inc. submitted on June 15, 
1976 a proposed rule change under Rule 19b-4 to make the 
following major changes to Exchange Rules 109 and 112: 
(1) alter the provisions which govern the acceptance of 
“stops” by Registered Traders to provide that a Registered 
Trader may accept stops without restrictions so long as he 
does not acquire “long” stock as a result of a stop ahead or 
off-Floor orders, (2) rescind the current provision which 
prohibits a Registered Trader from effecting “long” 
purchases of a stock above the previous day's closing price 
on “plus” or “zero plus” ticks except for ‘zero plus” tick 
purchases on his bid, (3) rescind the current provision which 
prohibits a Registered Trader from having precedence based 
on size over an off-Floor order when liquidating a position, 
and (4) modify the reporting requirements of Registered 


Traders to require trading activity reports to be filed with the 
Exchange upon periodic request rather than on a daily basis. 


Publication of the submission is expected to be made in the 
Federal Register during the week of June 21, 1976. In order 
to assist the Commission to determine whether to approve 
the proposed rule change or institute proceedings to deter- 
mine whether the proposed rule change should be disap- 
proved, interested persons are invited to submit written 
data, views and arguments concerning the submission 
within 21 days from the date of publication in the Federal 
Register. Persons desiring to make written submissions 
should file six copies thereof with the Secretary of the Com- 
mission, Securities and Exchange Commission, 500 North 
Capitol Street, Washington, D. C. 20549. Reference should 
be made to File No. SR-NYSE-76-38. 


Copies of the submission and of all written comments will be 
available for inspection at the Securities and Exchange Com- 
mission’s Public Reference Room, 1100 L Street, N. W., 
Washington, D. C. Copies of the filing will also be available 
at the principal office of the abovementioned self-regulatory 
organization. 


For the Commission by the Division of Market Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12557/June 18, 1976 


NOTICE OF FILING OF PROPOSED RULE CHANGE BY THE 
PACIFIC STOCK EXCHANGE, INC. 


File No. SR-PSE-76-18 


The Pacific Stock Exchange, Inc. submitted on June 14, 
1976 a proposed rule change under Rule 19b-4 to revise 
Sections 1 and 2 of its Rule IX regarding the Exchange's 
procedures relative to the purchase and sale of memberships 
on the Exchange. 


Publication of the submission is expected to be made in the 
Federal Register during the week of June 21, 1976. In order 
to assist the Commission to determine whether to approve 
the proposed rule change or institute proceedings to deter- 
mine whether the proposed rule change should be disap- 
proved, interested persons are invited to submit written 
data, views and arguments concerning the submission 
within 21 days from the date of publication in the Federal 
Register. Persons desiring to make written submissions 
should file six copies thereof with the Secretary of the Com- 
mission, Securities and Exchange Commission, 500 North 
Capitol Street, Washington, D. C. 20549. Reference should 
be made to File No. SR-PSE-76-18. 


Copies of the submission and of all written comments will be 
available for inspection at the Securities and Exchange Com- 
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- mission’s Public Reference Room, 1100 L. Street, N.W., 
Washington, D.C. Copies of the filing will also be available at 
the principal office of the abovementioned self-regulatory 
organization. 


For the Commission by the Divivision of Market Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12558/June 21, 1976 


COMMISSION ORDERS HEARING ON SECTION 12(h) 
APPLICATION 


Carolina Wholesale Florists, Inc. (the “Applicant’’) has made 
application for exemption under Section 12(h) of the 
Securities Exchange Act of 1934 (the ‘Act”) from the 
provisions of Section 12(g) of the Act. 


According to information filed with the commission, the 
Applicant, which was organized pursuant to the laws of 
North Carolina first became obligated to register under the 
Act as of January 31, 1975 when its total assets exceeded 
$1,000,000 for the first in its history and its common stock 
was held by 638 stockholders. These conditions continued 
to exist as of January 31, 1976. 


The Applicant contends that the requested exemption 
should be granted because the common stock is not actively 
trading; the preparation and filing of a registration statement 
under Section 12(g) and compliance with the proxy rules 
and the reporting requirements of the Act would involve 
substantial and burdensome costs; its total assets declined 
below the $1,000,000 for a period of time during 1975; and 
the Company is making an effort to acquire shares in order 
to reduce the total number of stockholders to a figure below 
300. 


The Commission has ordered that a hearing to determine 
whether the application should be granted or denied be held 
on July 6, 1976, at 10:00 a.m. at the offices of the 
Securities and Exchange Commission Room 776, 500 North 
Capitol Street, Wash., D.C. Any person desiring to be heard 
is directed to file with the Secretary of the Commission his 
request as approved by Rule 9(c) of the Commission's Rules 
of Practice, setting forth any issues of fact or law which he 
desires to controvert and/or setting forth any additional 
issues which he feels should be considered. 


By the Commission. 


George A. Fitzsimmons 
Secretary 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 12559/June 21, 1976 


Admin. Proc. File No. 3-4982 

in the Matter of 

MILLMASTER ONYX CORPORATION 
APPLICATION PURSUANT TO SECTION 12(h) 


The Securities and Exchange Commission has issued a 
notice giving interested persons until July 12, 1976 to re- 
quest a hearing on an application of Millmaster Onyx Cor- 
poration (the ‘‘Applicant”) pursuant to Section 12(h) of the 
Securities Exchange Act of 1934 for an order exempting the 
Applicant from filing an Annual Report on Form 10-K for the 
fiscal year ended December 31, 1975, as required by Sec- 
tions 13 and 15(d) of the 1934 Act. 


Applicant was merged into Kewanee Industries, Inc. 
(“Kewanee”) on January 30, 1976, following a cash tender 
offer pursuant to which Kewanee acquired approximately 
98.64% of the Appicant’s common stock. Following the ter- 
mination of the tender offer Kewanee increased its interest 
in the Applicant to 99.25% of the outstanding common 
stock through purchases in the over-the-counter market. 
Applicant no longer exists as a separate corporation and 
there is no trading in Applicant's stock. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12560/June 21, 1976 


Admin. Proc. File No. 3-4754 
In the Matter of 

HOTEL TAFT ASSOCIATES 
(81-187) 


ORDER GRANTING APPLICATION PURSUANT TO 
SECTION 12(h) OF THE 1934 ACT 


The Securities and Exchange Commission has issued an 
order granting the Application of Hotel Taft Associates (the 
“Applicant’’) under Section 12(h) of the Securities Exchange 
Act of 1934 (the “1934 Act’) for an order exempting the 
Applicant from filing reports on forms 10-Q and 10-K pur- 
suant to the provisions of Section 13 of the 1934 Act. It 
appears to the Commission that the requested exemption is 
not inconsistent with the public interest of the protection of 
investors, as the Applicant will report significant events on 
Form 8-K and its present financial condition does not permit 
full formal compliance with the reporting provisions of the 
1934 Act. Further, there is no trading activity in the 
Applicant's participations and the Applicant intends to dis- 
solve during 1976. 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 12561/June 21, 1976 


PROPOSAL TO ADOPT SECURITIES EXCHANGE ACT 
RULES 19d-1, 2 AND 3, AND 19h-1; PROPOSED 
RESCISSION OF SECURITIES EXCHANGE ACT RULES 
15Ab-1 and 15Ag-1. (File No. S7-640. Comment period ex- 
pires July 30, 1976.) 


The Commission today published for comment proposed 
Securities Exchange Act Rules 19d-1, 2 and 3, and 19h-1 
and proposed rescission of Rules 15Ab-1 and 15Ag-1. The 
proposed Rules are as follows: 


1. Proposed Rule 19d-1 would require self-regulatory 
organizations (‘SRO's’) for which the Commission is 
the appropriate regulatory agency to give the Commis- 
sion notice of all final disciplinary actions, denials of 
membership, participation or association with a 
member, or prohibitions or limitations of access to ser- 
vices, and summary suspensions or limitations of 
membership, participation or association, imposed by 
it on any of its members, participants, persons 
associated with a member or any person, and 
prescribe the form and content of such notices. 


2. Proposed Rule 19d-2 would prescribe the form 
and content of applications for stays of final dis- 
ciplinary sanctions and summary actions of SRO's. 


3. Proposed Rule 19d-3 would prescribe the form 
and content of applications for Commission review of 
final disciplinary sanctions, denials of membership, 
participation or association with a member, or 
prohibitions or limitations of access to services im- 
posed by SRO's. ; 


4. Proposed Rule 19h-1 would prescribe the form 
and content of notices by SRO’s of proposed ad- 
missions to or continuances in membership, participa- 
tion or association with a member of any person sub- 
ject to a statutory disqualification and applications to 
the Commission for relief from a statutory disqualifica- 
tion. 


References in the proposed rules and in this release to self- 
regulatory organizations (SRO's) include all national 
securities exchanges, national securities associations and, 
depending on the context, all registered clearing agencies or 
registered clearing agencies for which the Commission is the 
“appropriate regulatory agency.” 


Background-Effect of the 1975 Amendments 


Before the Securities Acts Amendments of 1975 (the 
“1975 Amendments”),? oversight powers of the Commis- 
sion as a regulatory agnecy under the Act respecting dis- 
ciplinary sanctions imposed by an SRO were limited to 
review by the Commission of disciplinary and certain other 
adjudicatory actions taken by a registered securities associa- 
tion, i.e, the National Association of Securities Dealers, Inc. 
(the NASD"). No provision was made for review of dis- 
ciplinary actions taken by national securities exchanges. In 
addition, except as to the NASD, no provision was made for 
Commission review of summary suspensions or limitations 
of membership, participation or association, or of denials of 


membership or association with a member, or prohibitions 
or limitations of access to services imposed by any SRO. 


The 1975 Amendments expanded direct oversight jurisdic- 
tion to cover disciplinary sanctions and denials of 
membership, participation or association imposed by any 
SRO (including clearing agencies which were, for the first 
time, required to register). The Act now provides that any 
SRO taking any such action must file a notice in such form 
containing such information as is prescribed by rule as 
necessary or appropriate in the public interest or for the 
protection of investors. Review of any action requiring the 
filing of notice may be had either on the motion of the ap- 
propriate regulatory agency (the Commission, except with 
respect to bank participants in bank clearing agencies) or on 
application of any person aggrieved by such action. On the 
other hand, appeals taken to the Commission do not 
automatically stay any action, as previously was the case in 
appeals to the Commission from NASD action, although 
stays may be granted where appropriate. 


Furthermore, the 1975 Amendments grant specific authori- 
ty, under certain circumstances, to any SRO to take sum- 
mary action against members, participants or associated 
persons where such persons or associates have been 
suspended or expelled from membership or participation or 
barred or suspended from association with a member by 
another SRO. Any SRO may also summarily suspend a 
member or participant where the SRO determines that the 
member or participant is in such financial or operational dif- 
ficulty so as to endanger investors, creditors, members of or 
Participants in the SRO, or the SRO. 


Finally, the 1975 Amendments introduced the concept of a 
“statutory disqualification”. A person is subject to a 
Statutory disqualification if such person: 


1. Has been and is expelled or suspended from 
membership or participation in, or barred or suspend- 
ed from being associated with a member of, any SRO: 


2. Is subject to an order of the Commission denying, 
suspending or revoking his registration as a broker, 
dealer or municipal securities dealer or barring his 
association with a broker, dealer or municipal 
securities dealer; 


3. By his conduct while associated with a broker, 
dealer or municipal securities dealer has been found to 
be the cause of any effective suspension or expulsion; 
or has associated with him any person who is known, 
or in the exercise of reasonable care should be known, 
to be a disqualified person; 


4. Has violated or participated in violating any 
provisions of the federal securities acts or the rules of 
the Municipal Securities Rulemaking Board; 


5. Has been convicted within the past ten years of 
any felony or misdemeanor which involves certain 
crimes relating, generally, to securities transactions or 
business, perjury or the misappropriation of funds or 
securities; 


6. Is enjoined from any action, conduct or practice in 
connection with the securities industry or the 
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purchase or sale of any security; or 


7. Has willfully made application or submitted a 
report containing a false or misleading statement with 
respect to any material fact or omitted to state any 
material fact which is required to be stated to an SRO. 


A statutory disqualification does not necessarily bar the per- 
son from membership or participation in an SRO. It permits 
the SRO to deny or condition the membership or participa- 
tion or association with a member of such a person, but the 
Act requires the SRO to take such action if the Commission 
so orders. An SRO proposing to admit to membership, par- 
ticipation or association a person subject to a statutory dis- 
qualification must give notice to the Commission 30 days 
prior to such action. 


Discussion of Proposed Rules 


The notice provisions contained in proposed Rule 19d-1 re- 
quire certain notices by SRO's, including national securities 
exchanges, registered securities associations, and registered 
(non-bank) clearing agencies. However, proposed Rules 
19d-2 and 3, relating to stays of final disciplinary sanctions 
and summary actions and review of final disciplinary sanc- 
tions, apply to any action taken by an exchange or associa- 
tion and to action taken by a clearing agency only to the ex- 
tent that the Commission has review jurisdiction, that is, 
where the Commission is the “appropriate regulatory agen- 
cy” for the person concerned. Thus, in cases where a bank is 
a participant in a registered bank clearing agency, a Federal 
bank regulatory agency rather than the Commission would 
be the appropriate regulatory agency to review the actions 
taken by such clearing agency. 


Proposed Rule 19d-1 


Proposed Rule 19d-1 provides for the content of notices 
relating to four general types of adjudicatory actions taken 
by an SRO, 3 as follows: 


1. Notice of Final Disciplinary Action: Rule 19d-1(c) 
and (d); 


2. Notice of Final Denial, Bar, Prohibition, Termina- 
tion or Limitation Based on Qualification or Ad- 
ministrative Rules: Rule 19d-1(e) and (f); 


3. Notice of Final Action Based on a Statutory Dis- 
qualification: Rule 19d-1(g) and (h); and 


4. Notice of Summary Suspension of Membership, 
Participation, or Association or Summary Limitation or 
Prohibition of Access to Services: Rule 19d-(i). 


Proposed Rule 19d-1 is based in large part on the informal 
procedures the Commission has developed in its oversight of 
the NASD in the past and was drafted with several objec- 
tives in mind. The first was to obtain a report from the SRO's 
which would contain the organization’s statements in com- 
pliance with Sections 6ic) and (d), 15A(g) and (h) and 
17A(b)(4) of the Act. These sections require that disciplinary 
sanctions, denials of membership, participation or associa- 
tion and similar adjudicatory findings include supporting 
statements of the SRO. The second objective was to satisfy, 
at the same time, the requirement of Section 19(d) that such 
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actions be promptly reported to the Commission pursuant to 
Commission rule. 


The third objective was to ensure that such reports and 
notices supply sufficient information regarding the 
background, factual basis and issues involved in the 
proceeding to: enable the Commission not merely to deter- 
mine whether the case should be called up for review of the 
Commission's own motion (which it is empowered to do un- 
der Section 19(d)(2)), but also to ascertain generally 
whether the SRO was adequately carrying our its respon- 
sibilities under the Act. For the latter purpose, the Commis- 
sion may review the matter to determine, for example, in the 
case of a disciplinary action (paragraphs 19d-1(d)(2) 
through (5) of the proposed rule) whether the sanctions are 
adequate or excessive;* whether the Act, Commission rules, 
and the SRO rules are being properly interpreted and im- 
plemented by the SRO; and whether further direct action, 
such as a Commission enforcement proceeding under Sec- 
tions 15(d) and 19(h), or the adoption of additional or 
modified rules by the SRO or the Commission, is in order. 


The informal reports of disciplinary actions the Commission 
has been obtaining from the NASD have been developed 
over the years with these objectives in mind. These reports 
have been in the form of administrative decisions similar to 
Commission decisions in broker-dealer remedial 
proceedings under Section 15 of the Act. Rule 19d-1 would 
continue that practice on a formal basis and extend it to the 
exchanges and clearing agencies for which the Commission 
is the appropriate regulatory agency. 


In addition, these formal, reasoned opinions have been ob- 
tained not only for NASD cases where findings of violations 
were made and sanctions imposed, but also for proceedings 
where charges were dismissed and no action taken. While 
Section 19(d)(1) of the Act appears to require the SRO to 
report only proceedings in which sanctions were imposed, 
proposed Rule 19d-1 would require SRO’s to file notices of 
both the imposition of sanctions as well! as the dismissal of 
charges.® Reports of the latter cases have been 
demonstrably valuable to the Commission in overseeing 
NASD regulatory performance.® 


For similar reasons, “disciplinary actions” include (for re- 
porting purposes) other kinds of adjudicatory action which, 
while not treated by the Act in precisely the same 
framework as disciplinary matters are, as a practical matter, 
quite similar. Thus, for example, ‘denial’ proceedings con- 
templated by Sections 6(c)(2) and 15A(g)(2) 7 under which a 
member or associated person is excluded or restricted on 
the basis of a violation of just and equitable principles of 
trade and a finding of “reasonable likelihood” of repetition 
would be reported to the Commission under the proposed 
rule in essentially the same format as disciplinary actions 
against members, associated persons of members, etc.® 


The basic objectives of the reporting requirements for other 
categories of adjudicatory actions are essentially the same 
as those for disciplinary actions; but the proposed formats 
for such reports, particularly as to their contents, are 
different in certain important respects, primarily because the 
proceedings themselves are quite different. For example. 
where a proceeding is based upon a previously adjudicated 
disqualification (such as a conviction or Commission order of 
revocation) and results in a denial of membership, participa- 
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tion, association or access, again, based on Commission ex- 
perience with such types of proceedings before the NASD, 
the SRO's report can be expected usually to reflect the 
results of a probationary type hearing. Therefore, the 
decisional report required for Commission review (proposed 
Rule 19d-1(g) and (h)), both from the appellate and over- 
sight viewpoints, generally should not look like a disciplinary 
decision. Nevertheless, in both types of situations the Com- 
mission's oversight objectives would best be served by a 
reasoned, written opinion as a basis for review and proposed 
Rule 19d-1 so provides. 


Reports of denials based on a failure to meet minimum 
qualification standards (proposed Rule 19d-1(e)), such as a 
failure to pass an examination, also introduce some special 
or unique needs in regard to reporting requirements. These 
actions are not disciplinary in nature and generally involve 
simple fact questions. Further, the SRO should normally 
have no discretion as to the action it will be required to 
take.° A separate type of report for such actions, which need 
not be in the form of a reasoned opinion, would therefore be 
sufficient. 


Similarly, as to the fourth type of notice covered by proposed 
Rule 19d-1, notices of summary suspensions (paragraph 
19d-1(i) of the proposed rule), a relatively brief report is re- 
quired containing just enough information so that if a Com- 
mission stay is sought, the Commission has sufficient basic 
information to focus on the situation in an expeditious 
fashion. 


In addition to the notices (or reports) required by proposed 
Rule 19d-1, the Federal bank regulatory agencies may re- 
quire similar reports of registered bank clearing agencies in 
some cases where the Commission has review authority.'° 
Since under Sections 17(c)(1) and 19(d)(1) of the Act copies 
of such reports will be furnished to the Commission, no sub- 
stantial administrative problem should arise from that divi- 
sion of authority." 


Proposed Rules 19d-2 and 19d-3 


The provisions of proposed Rules 19d-2 and 3, which set 
forth certain Commission review procedures and are not 
reporting rules as such, are specifically not applicable to ac- 
tions over which the Commission does not have review 
jurisdiction. Thus, those rules would apply. in the case of a 
bank or non-bank clearing agency only where the dis- 
ciplinary or denial action is taken against a participant or 
applicant for which the Commission is the appropriate 
regulatory agency. 


Proposed Rule 19d-2 prescribes the contents of applications 
for stays of disciplinary sanctions or summary suspensions 
by an SRO. Persons desiring to stay SRO actions (including 
those of the NASD) would be required to make application 
pursuant to this rule. The 1975 Amendments abrogated the 
automatic stay provisions for NASD disciplinary actions 
which Section 15A(g) of the Act previously provided and 
they may now become effective upon the date set by the 
SRO unless the Commission orders a stay. 


Proposed Rule 19d-3 provides procedures for applications 
for review of all final disciplinary sanctions, membership 
denials, and similar actions of SRO's. The Secretary of the 
Commission will serve a copy of the application for review 


on the SRO which, within 10 days, must certify and file with 
the Commission one copy of the record and three copies of 
an index of the record. The Secretary will then serve on the 
parties copies of the index and any papers subsequently filed. 
The applicant may file a brief within 20 days after receipt 
of the copy of the index and, within 20 days thereafter, the 
SRO shall file its brief. Oral argument may be requested by 
the applicant or the SRO which request may be granted or 
denied in the discretion of the Commission. These 
procedures are essentially the same as those found in pre- 
sent Rule 15Ag-1 (as to the NASD), which is proposed to be 
rescinded. 


Proposed Rule 19h-1 


Proposed Rule 19d-1 excludes from its scope (in paragraph 
(a)) notice of an SRO action to condition or limit 
membership, participation or association with a member or 
access to services based upon a statutory disqualification, as 
defined in Section 3(a)(39) of the Act, where the SRO and 
the parties involved have agreed on the conditions or 
limitations. Such notices would have to be filed under Rule 
19h-1. This separate treatment of such actions is proposed 
to be required since, as has been past practice with the 
NASD (see present Rule 15Ab-1, which proposed Rule 19h- 
1 would replace), all of these matters would be reviewed by 
the Commission (for all SRO’s) on the merits, and not merely 
where an appeal had been taken from the SRO action or the 
Commission called up the matter. Thus, Rule 19h-1, which 
would establish that review mechanism, would require the 
immediate submission of the full record in the proceeding 
before the SRO in all such instances and not simply an in- 
itial, summary report of action (or proposed action) as in 
other kinds of adjudications." 


Paragraph (a) of proposed Rule 19h-1 requires the filing of 
the notice and supporting record of the proposed admission 
or continuance, but paragraph (b) provides that after the first 
filing of such notice by any SRO, a second notice respecting 
the same proposed employment need not be filed by another 
SRO if the second SRO agrees with the terms and con- 
ditions of the notice filed by the first SRO. 


Paragraph (c) sets forth the contents of the notice of admis- 
sion or continuance and includes, among other things, a 
provision (subparagraph (6)) calling for identification of any 
other interested SRO which has indicated its agreement 
with the terms and conditions of the proposed admission or 
continuance, thus providing the basis for an administrative 
procedures for specifically alerting the other SRO’s involved 
to the notice and giving to the Commission an indication of 
the acquiescence of such SRO’s, if they concur in the 
proposal. Paragraphs (b) and (c)(6) are intended to permit 
avoidance of duplicate proceedings before interested SRO’s. 


Paragraph (d) provides generally that, at the time of the filing 
of a notice, an application may be made directly to the Com- 
mission for an order stating that the Commission will not 
proceed under Section 15(b) or 19(h), notwithstanding the 
disqualification.'? 


The notice provisions of Sections 6(c)(2), 15A(g)(2), and 
17A(b)(4)(A) of the Act (which Rule 19h-1 would implement 
in part) specifically require notices (at least 30 days in ad- 
vance) to the Commission respecting only proposed ad- 
missions of disqualified persons by SRO’s; in contrast, 
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paragraph (a) of the proposed Rule requires the filing of a 
notice not only where the SRO has determined to admit a 
disqualified person seeking entry or re-entry, but also where 
the SRO proposes to continue a disqualified person in 
membership or association. The reason for this is that, in 
either type of situation, the Commission, depending upon 
the nature of the disqualification, may have independent 
authority under Section 15(b) or 19(h) effectively to prevent 
the admission or continuance and will need to have the in- 
formation called for in the notice to determine if it wishes to 
exercise that power. 


Paragraph (e) describes the contents of the application made 
pursuant to paragraph (d) and paragraph (f) is definitional. 


Finally, paragraphs (g) and (h) set forth the procedures for 
Commission consideration of a paragraph (d) application. 


lll. Public Disclosure of SRO Adjudicatory Proceedings 


Before the enactment of the 1975 Amendments, there were 
no Commission rules or procedures (except in the case of 
appeals from NASD disciplinary actions) governing dis- 
closure to the public of the details concerning individual dis- 
ciplinary actions taken by self-regulatory organizations. 
Reports of such actions have long been furnished to the 
Commission informally but the Commission generally 
respected the wishes and internal policies of the SRO’s with 
regard to the pubiic (or non-public) treatment of their 
proceedings. 


During the legislative hearings and investigations that led 
eventually to the passage of the 1975 Amendments, the 
Congressional Committees addressed themselves to that 
disclosure question. As noted above, new Section 19(d)(1) 
provides for the filing of reports of the self-regulatory ad- 
judicatory proceedings with the Commission, and new 
Section 24 provides that, for purposes of the Freedom 
of Information Act, Commission “records” include 
“all... reports...and other documents filed with or 
otherwise obtained by the Commission pursuant to this title 
or otherwise”. These provisions were derived from S.249, 
and the report of the Senate Committee accompanying that 
bill, in commenting on the proposed procedural aspects of 
the various types of SRO adjudicatory proceedings, states: '* 


“With respect to all three types of quasi-adjudicatory 
self-regulatory proceedings—the disciplining of a 
member, the denial of membership, and the limitation 
or prohibition of a person’s access to requested ser- 
vices—the Committee believes that final action should 
be open to public scrutiny. As the SEC’s Advisory 
Committee on Enforcement Policies and Practices has 
pointed out: 


‘The absence of adequate publicity concerning dis- 
ciplinary proceedings conducted by the self-rgulatory 
organizations tend to diminish public and investor con- 
fidence in the efficacy of self-regulation and lessens 
the value of these proceedings as a means of es- 
tablishing guidelines for the conduct of their members. 
Unlike the Commission, these organizations do not 
publicize findings of violations in all cases, and in 
proceedings that are publicly disclosed the release 
generally contains only a summary description of the 
violation and the sanction imposed. The Committee 
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recommends that the Commission request the self- 
regulatory organizations to reconsider their policies 
governing the publicity given to disciplinary 
proceedings. We believe that in order for these 
organizations to play an effective, coordinate role in 
the self-regulatory system, their procedures and the 
standards on which their decisions are based should 
be opened to public scrutiny.’ 


“The Committee agrees with the Advisory Com- 
mittee’s conclusion, but it also believes that full and 
adequate disclosure of quasi-adjudicatory actions is a 
matter of sufficient importance not to be left to the 
‘reconsideration’ of the self-regulatory agencies. Ac- 
cordingly, Section 19(d) would require the self- 
regulatory organizations to file with the appropriate 
regulatory agency for the self-regulatory organization, 
and with the apporpriate regulatory agency for the 
member, participant, applicant or other person 
affected (if other than the appropriate regulatory agen- 
cy for the self-regulatory organization), notice of ail 
final quasi-adjudicatory actions affecting members 
and non-members. That agency would have the power 
to prescribe the information to be included in the 
notices, and it would be required to make all notices 
available for public inspection.” [Emphasis supplied.] 


In light of this statement of legislative intent and 
Congressional policies incorporated in recent amendments 
to the FOIA, all reports filed with the Commission pursuant 
to these proposed rules which contain findings of violations 
or other failures to comply with applicable requirements of 
the Act, rules and regulations thereunder, or rules of the 
SRO's would be maintained in Commission files that would 
be available for public inspection. However, the Commission 
still has under consideration whether reports where no viola- 
tion or failure to comply with applicable requirements has 
been found should be publicly available, although the Com- 
mission would consider ‘‘non-adverse” reports in the course 
of its continuing oversight of SRO’s. The Commission would 
welcome comments on this question. 


Proposed Securities Exchange Act Rules 19d-1, 19d-2, 
19d-3 and 19h-1 would be adopted under the Act and par- 
ticularly Sections 6, 15A, 17, 17A, 19 and 23 thereof. The 
proposed rules are as follows: 


Proposed Rule 19d-1 


Notices by Self-Regulatory Organizations of Final 
Disciplinary Actions, Denials, Bars, or Limitations 
Respecting Membership, Association, Participation, or 
Access to Services, and Summary Suspensions. 


GENERAL 


(a) If any self-regulatory organization for which the Com- 
mission is the appropriate regulatory agency takes any ac- 
tion described in this rule to which the person affected 
thereby has consented and such action 


(1) conditions or limits membership or participation 
in, association with a member of, or access to services 
offered by, such organization or a member thereof and 


(2) is based upon a statutory disqualification defined 
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in Section 3(a)(39) of the Act, 


notice thereof shall be filed under Rule 19h-1 and not under 
this rule. 


(b) The notice requirement of Section 19(d)(1) of the Act, 
concerning an action subject to such section taken by a self- 
regulatory organization for which the Commission is the ap- 
propriate regulatory agency, shall be satisfied by any notice 
with respect to such action (including a notice filed pursuant 
to this rule) which contains the information required in the 
statement supporting the organization’s determination re- 
quired by Section 6(d)(1) or (2), Section 15A(h)(1) or (2), or 
Section 17A(b)(5)(A) or (B) of the Act, as appropriate. 


NOTICE OF FINAL DISCIPLINARY ACTION 


(c) Any self-regulatory organization for which the Commis- 
sion is the appropriate regulatory agency that takes any final 
disciplinary action with respect to any person shall promptly 
file a notice thereof with the Commission in accordance with 
paragraph (d) hereof. For the purposes of this rule, a “final 
disciplinary action’’ shall mean the imposition of any final 
disciplinary sanction pursuant to Section 6(b)(6), 15A(b)(7), 
or 17A(b)(3)(G) of the Act or other action of self-regulatory 
organization which, after notice and opportunity for hearing, 
results in any final disposition of charges of: 


(1) one or more violations of— 
(A) the rules of such organization; 


(B) the provisions of the Act or rules thereunder; or 


provisions of the Act, the rules or regulations 
thereunder, the rules of the organization, and, in the 
case of a registered securities association, the rules of 
the Municipal Securities Rulemaking Board, and, in 
the event a violation of other statutes or rules con- 
Stitutes a violation of any rule of the organization, such 
other statutes or rules; and the answer of the respon- 
dent to the charges; 


(4) a statement setting forth findings of fact with 
respect to any act or practice which such respondent 
was charged with having engaged in or omitted; the 
conclusion of the organization as to whether such 
respondent is deemed to have violated any provision 
covered by the charges; and a statement of the 
organization in support of the resolution of the prin- 
cipal issues raised in the proceedings; 


(5) a statement describing any sanction imposed, the 
reasons therefor, and the date upon which such sanc- 
tion has or will become effective, together with a fin- 
ding, if appropriate, as to whether such respondent 
was a Cause of any sanction imposed upon any other 
person; 


(6) a statement concerning whether any stay of any 
sanction imposed should be granted, pending final 
determination on review thereof by the Commission, if 
any person aggrieved thereby applies for such review; 
and 


(7) such other matters as the organization may deem 
relevant. 


(C) in the case of a municipal securities broker or 
dealer, the rules of the Municipal Securities Rulemak- 
ing Board; 


(2) acts or practices constituting a statutory dis- 
qualification of a type defined in subparagraph (D) or 
(E) (except prior convictions) of Section 3(a)(39) of the 
Act; or 


(3) in the case of a proceeding by a national securi- 
ties exchange or registered securities associa- 
tion based on Section 6(c)(3)(A)(ii), 6(c)(3)(B){ii), 
15A(g)(3)(A)(ii), or 15A(g)(3)(B)(ii) of the Act, acts or 
practices inconsistent with just and equitable prin- 
ciples of trade. 


NOTICE OF FINAL DENIAL, BAR, PROHIBITION, 
TERMINATION OR LIMITATION BASED ON 
QUALIFICATION OR ADMINISTRATIVE RULES 


(e) Any self-regulatory organization for which the Commis- 
sion is the appropriate regulatory agency that takes any final 
action with respect to any person constituting a denial, bar, 
prohibition, or limitation of membership, participation or 
association with a member, or of access to services offered 
by a self-regulatory organization or a member thereof, and 
which is based on an alleged failure of any person to: 


(1) pass any test or examination required by the rules 
of the Commission or such organization; 


(2) comply with other qualifications standards es- 


CONTENTS OF NOTICE REQUIRED BY PARAGRAPH (c) 


(d) Any notice filed pursuant to paragraph (c) hereof shall 
consist of the following, as appropriate: 


tablished by rules of the Commission or such organiza- 
tion; or 


(3) comply with any administrative requirements of 


(1) the name of the respondent concerned together 
with his last known place of residence or business as 
reflected on the records of the self-regulatory 
organization and the name of the person, committee, 
or other organizational unit which brought the charges 
involved; 


(2) a statement describing the investigative or other 
origin of the action; 


(3) as charged in the proceeding, the specific 


such organization (including failure to pay entry or 
other dues or fees or to file prescribed forms or 
reports) not involving charges of violations which may 
lead to a disciplinary sanction 


shall not be considered a “disciplinary action” for purposes 
of paragraph (c) of this rule; but notice thereof shall be 
promptly filed with the Commission in accordance with 
paragraph (f) hereof, provided, however, that no disposition 
of a matter shall be considered “‘final’ pursuant to this 
paragraph which results merely from a notice of such failure 
to the person affected, if such person has not sought an ad- 
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judication, including a hearing, or otherwise exhausted his 
administrative remedies within such organization with 
respect to such a matter. 


CONTENTS OF NOTICE REQUIRED BY PARAGRAPH (e) 


(f) Any notice filed pursuant to paragraph (e) hereof shall 
consist of the following, as appropriate: 


(1) the name of each person concerned together with 
-his last known place of residence or business as 
reflected on the records of the organization; 


(2) the specific provisions of the Act, the rules or 
regulations thereunder, the rules of the organization, 
and, in the case of a registered securities association, 
the rules of the Municipal Securities Rulemaking 
Board, upon which the action of the organization was 
based; and the answer of the person concerned; 


(3) a statement setting forth findings of fact and con- 
clusions as to each alleged failure of the person to 
pass any required examination, comply with other 
qualification standards, or comply with administrative 
obligations, and a statement of the organization in 
support of the resolution of the principal issues raised 
in the proceeding; 


(4) the date upon which such action has or will 
become effective; and 


(5) such other matters as the organization deems 
relevant. 


NOTICE OF FINAL ACTION BASED UPON PRIOR 
ADJUDICATED STATUTORY DISQUALIFICATIONS. 


(g) Any self-regulatory organization for which the Commis- 
sion is the appropriate regulatory agency that takes any final 
action with respect to any person which: 


(1) denies or conditions membership or participation 
in or association with a member of such organization 
or prohibits or limits access to services offered by such 
organization or a member thereof; and 


(2) is based upon a statutory disqualification of a type 
defined in subparagraph (A), (B), or (C) or Section 
3(a)(39) of the Act or consisting of aprior conviction, 
as described in subparagraph (E) of said Section 
3(a)(39) 


shall promptly file a notice of such action with the Commis- 
sion in accordance with paragraph (h) hereof, provided, 
however, that no disposition of a matter shall be considered 
“final” pursuant to this paragraph where such person has 
not sought an adjudication, including a hearing, or otherwise 
exhausted his administrative remedies within such organiza- 
tion with respect to such a matter. 


CONTENTS OF NOTICE REQUIRED BY PARAGRAPH (g) 


(h) Any notice filed pursuant to paragraph (g) hereof shall 
consist of the following, as appropriate: 


(1) the name of the person concerned, together with 
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his last known place of residence or business, as 
reflected on the records of the organization; 


(2) a statement setting forth the principal issues rais- 
ed, the answer of any person concerned, and a state- 
ment of the organization in support of the resolution of 
the principal issues raised in the proceeding; 


(3) any description furnished by or on behalf of the 
person concerned of the activities engaged in by the 
person since the adjudication upon which the dis- 
qualification is based; 


(4) any description furnished by or on behalf of the 
person concerned of the prospective business or 
employment in which the person plans to engage and 
the manner and extent of supervision to be exercised 
over and by such person; 


(5) a copy of the order or decision of the court, the 
Commission or the self-regulatory organization which 
adjudicated the matter giving rise to such statutory 
disqualification; 


(6) the nature of the action taken and the date upon 
which such action is to be made effective; and 


(7) such other matters as the organization deems 
relevant. 


NOTICE OF CONTENTS OF NOTICE OF SUMMARY 
SUSPENSION OF MEMBERSHIP, PARTICIPATION, OR 
ASSOCIATION, OR SUMMARY LIMITATION OR 
PROHIBITION OF ACCESS TO SERVICES 


(i) If any self-regulatory organization for which the Commis- 
sion is the appropriate regulatory agency summarily 
suspends a member participant, or person associated with a 
member, or summarily limits or prohibits any person with 
respect to access to or services offered by the organization 
or (in the case of national securities exchange or association) 
a member thereof pursuant to the provisions of Section 
6(d)(3), 15A(h)(3) or 17A(b)(5)(C) of the Act, such 
organizations shall, within 24 hours of the effectiveness of 
such summary suspension, limitation or prohibition notify 
the Commission of such action, which notice shall contain at 
lease the following information: 


(1) the name of the person concerned together with 
his last known place of residence or business as 
reflected on the records of the organization; 


(2) the date upon which such summary action has or 
will become effective; 


(3) if such summary action is based upon the 
provisions of Section 6(d)(3)(A), 15A(h)(3)(A), or 
17A(b){5)(C)(i) of the Act, a copy of, the relevant order 
or decision of the self-regulatory organization; 


(4) if such summary action is based upon the 
provisions of Section 6(d)(3)(B) or (C), 15A(h)(3)(B) or 
(C), or 17A(b)(5)(C)(ii) or (iii) of the Act, a statement 
describing, as appropriate: 


(A) the default of any delivery of funds or securities to 
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any clearing facility upon which such organization 
determined that such suspension was necessary for, 
or the member could not be permitted to continue to 
do business with, safety to such organization, in- 
vestors, creditors, or members of or participants in the 
organization; 


(B) the financial or operating difficulty of the member 
or participant upon which such organization deter- 
mined that the member or participant could not be 
permitted to continue to do business with safety to in- 
vestors, creditors or other members of or participants 
in the organization; or 


(C) the failure to meet qualification requirements or 
other prerequisites for access and the basis upon 
which such organization determined that the person 
concerned could not be permitted to continue to have 
access with safety to investors, creditors, the 
organization, or members. 


(5) the nature and effective date of the suspension, 
limitation or prohibition; and 


(6) such other matters as the organization deems 
relevant. 


Proposed Rule 19d-2 


Applications for Stays of Disciplinary Sanctions or 
Summary Suspensions by a Self-Regulatory Organiza- 
tion 


If any self-regulatory organization imposes any final dis- 
ciplinary sanction pursuant to Section 6(b)(6), 15A(b)(7) or 
17A(b)(3)(G) of the Act, or summarily suspends or limits or 
prohibits access pursuant to Section 6(d)(3), 15A(h)(3) or 
17A\(b)(5)(C) of the Act, any person aggrieved thereby for 
which the Commission is the appropriate regulatory agency 
may file with the Commission, by telegram or otherwise, a 
request for a stay of imposition of such action. Such request 
shall be in writing and shall include a statement as to why 
such stay should be granted. 


Proposed Rule 19d-3 


Applications for Review of Final Disciplinary Sanc- 
tions, Denials of Membership, Participation or 
Association, or Prohibitions or Limitations of Access 
to Services Imposed by Self-Regulatory Organizations 


(a) Proceedings on an application to the Commission under 
Section 19(d)(2) of the Act for review of any final dis- 
ciplinary sanction, denial or conditioning of membership or 
participation, or prohibition or limitation with respect to 
access to services offered by a self-regulatory organization 
or a member thereof by any such organization shall be 
governed by this rule. 


(b) An application for review pursuant to Section 19(d)(2) 
of the Act shall be filed with the Commission within 30 days 
after notice thereof was filed pursuant to Section 19(d)(1) of 
the Act and received by the aggrieved person applying for 
review, or within such longer period as the Commission may 
determine. The Secretary of the Commission shall serve a 
copy of the application of the self-regulatory organization, 


which shall, within ten days after receipt of the application, 
certify and file with the Commission one copy of the record 
upon which the action complained of was taken, together 
with three copies of an index to such record. The Secretary 
shall serve upon the parties copies of such index and any 
papers subsequently filed. 


(c) Within 20 days after receipt of a copy of the index, the 
applicant shall file a brief or other statement in support of his 
application which shall state the specific grounds on which 
the application is based, the particular findings of the 
organization to which objection is taken, and the relief 
sought. Any application not perfected by such timely brief or 
statement may be dismissed as abandoned. 


(d) Within 20 days after receipt of the applicant's brief or 
statement the organization may file an answer thereto, and 
within 10 days of receipt of any such asnwer the applicant 
may file a reply. Any such papers not filed within the time 
provided by paragraphs (b), (c) or (d) will not be received ex- 
cept upon special permission of the Commission. 


(e) On its own motion, the Commission may direct that the 
record under review be supplemented with such additional 
evidence as it may deem relevant. Nevertheless, the self- 
regulatory organization and persons who may be aggrieved 
by its action shall be obliged to adduce all evidence that they 
deem relevant in the proceedings before the organization, 
and no such person shall be entitled to adduce additional 
evidence unless he shows to the satisfaction of the Commis- 
sion that such additional evidence is material and that there 
were reasonable grounds for his failure to adduce such 
evidence in such proceedings. Any request for leave to ad- 
duce additional evidence shall be filed promptly so as not to 
delay the disposition of the proceeding. 


(f) Oral argument before the Commission may be requested 
by the applicant or the organization as follows: (1) by the 
applicant with his brief or statement or within 10 days after 
receipt of the organization's answer, or (2) by the organiza- 
tion with its answer. The Commission, in its discretion, may 
grant or deny any request for oral argument and, where it 
deems it appropriate to do so, the Commission will consider 
an application on the basis of the papers filed by the parties, 
without oral argument. 


(g) The Rules of Practice shall apply to review proceedings 
under this rule to the extent that they are not inconsistent 
with this rule. Attention is directed particularly to Rule 22 of 
the Rules of Practice relating to the form of papers and 
number of copies tc be filed. 


Proposed Rule 19h-1 


Notice of a Self-Regulatory Organization of Proposed 
Admission to or Continuance in Membership or Par- 
ticipation or Association with a Member of any Person 
Subject to a Statutory Disqualification and 
Applications to the Commission for Relief Therefrom. 


NOTICE OF ADMISSION OR CONTINUANCE 
NOTWITHSTANDING A STATUTORY DISQUALIFICATION 


(a) Any self-regulatory organization proposing, conditionally 
or unconditionally, to admit or continue any person in 
membership or participation or (in the case of a national 
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securities exchange or registered securities association) 
association with a member, notwithstanding a statutory dis- 
qualification as to such person defined in Section 3(a)(39) of 
the Act, shall file a notice with the Commission of such 
proposed admission or continuance. If such person has not 
consented to such proposal, notice of the organization's ac- 
tion shall be filed pursuant to Rule 19d-1 under the Act and 
not under this Rule. 


The notice requirements of Section 6(c)(2), 15A(g)(2), 
17A(b)(4)(A) or 19(d)(1) of the Act concerning an action of a 
self-regulatory organization subject to one (or more) of such 
sections and this paragraph shall be satisfied by a notice 
with respect to such action filed in accordance with 
paragraph (c) of this rule. 


SUBSEQUENT NOTICES 


(b) If a notice has been previously filed pursuant to this rule 
by a self-regulatory organization, any other such organiza- 
tion need not file a separate notice pursuant to this rule with 
respect to the same matter if such other organization agrees 
with the terms and conditions of the notice so filed. 


CONTENTS OF NOTICE OF ADMISSION OR 
CONTINUANCE 


(c) A notice filed with the Commission pursuant to 
paragraph (a) hereof shall contain the following: 


(1) the name of the person concerned together with 
his last known place of residence or business as 
reflected on the records of the organization; 


(2) the basis for any such disqualification from 
membership, participation or association including (if 
based on a prior adjudication) a copy of the order or 
decision of the court, the Commission or the self- 
regulatory organization which adjudicated the matter 
giving rise to such disqualification; 


(3) in the case of an admission, the date upon which 
it is proposed by the organization that such 
membership, participation or association shall be 
become effective, which shall be not less than 30 days 
from the date upon which the Commission receives 
the notice; 


(4) a description by or on behalf of the person con- 
cerned of the activities engaged in by the person since 
the disqualification arose, the prospective business or 
employment in which the person plans to engage and 
the manner and extent of supervision to be exercised 
over by such person; 


(5) if a hearing on the matter has been held by the 
organization, a certified record of the hearing together 
with copies of any exhibits introduced therein: 


(6) an identification of any other self-regulatory 
organization which has indicated its agreement with 
the terms and conditions of the proposed admission or 
continuance; and 


(7) such other matters as the organization or person 
deems relevant. 
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If the notice contains assertions of material facts not a 
matter of record before the self-regulatory organization, 
such facts shall be sworn to by affidavit. The notice may be 
accompanied by a brief. 


APPLICATION TO THE COMMISSION FOR RELIEF FROM 
CERTAIN STATUTORY DISQUALIFICATIONS 


(d) The filing of a notice pursuant to paragraph (a) shall 
neither affect nor foreclose any action which the Commis- 
sion may take with respect to such person pursuant to the 
provisions of Section 15(b) or 19(h) of the Act or any rule 
thereunder. Accordingly, a notice filed pursuant to paragraph 
(a) hereof with respect to the membership, participation, or 
association of any person subject to an “applicable dis- 
qualification’, as defined in paragraph (f) of this rule, may be 
accompanied by an application by or on behalf of the person 
concerned to the Commission for an order declaring, as 
applicable, that notwithstanding such disqualification, the 
Commission: 


(1) will not institute proceedings pursuant to Section 
15(b)(1)(B), 15(b)(4), 15(b)(6) or 19(h)(2) or (3) of the 
Act if such person seeks to obtain or continue registra- 
tion as a broker or dealer or association with a broker 
or dealer so registered, or membership or participation 
in a self-regulatory organization; 


(2) will not direct otherwise, as provided in Section 
6(c)(2), 15A(g)(2) or 17A(b)(4)(A) of the Act: and 


(3) will deem such person qualified pursuant to Rule 
15b8-2 under the Act. 


The Commission may, in its discretion and subject to such 
terms and conditions as it deems necessary, issue such an 
order if it finds it appropriate in the public interest, for the 
protection of investors, or otherwise in furtherance of the 
purposes of the Act. 


CONTENTS OF APPLICATION TO THE COMMISSION 


(e) An application to the Commission pursuant to paragraph 
(d) of this rule shall consist of the following, as appropriate: 


(1) the name of the person subject to the disqualifica- 
tion together with his last known place of residence or 
business as reflected on the records of the organiza- 
tion; 


(2) a copy of the order or decision of the court, the 
Commission or the self-regulatory organization which 
adjudicated the matter giving rise to such “applicable 
disqualification;” 


(3) the nature of the relief sought and the reasons 
therefor; 


(4) a description of the activities engaged in by the 
person since the disqualification arose; 


(5) a description of the prospective business or 
employment in which the person plans to engage and 
the manner and extent of supervision to be exercised 
over and by such person; 
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(6) if a hearing on the matter has been held by the 
organization, a certified copy of the hearing record, 
together with copies of any exhibits introduced 
therein; 


(7) and such other matters as the organization or per- 
son deems relevant. 


If the application contains assertions of material facts not a 
matter of record before the organization, such facts shall be 
sworn to by affidavit. The application may be accompanied 
by a brief. 


If any information called for in this paragraph is already con- 
tained in an application filed with the Commission in accor- 
dance with paragraph (b) of Rule 15b8-2 under the Act con- 
cerning the same proposed employment, such information 
may be incorporated by reference in the application pursuant 
to this Rule. 


DEFINITION OF “APPLICABLE DISQUALIFICATION” 


(f) For purposes of this rule, the term “applicable dis- 
qualification” shall mean: 


(1) any effective order of the Commission pursuant to 
Section 15(b)(4) or (6) or 19(h)(2) or (3) of the Act— 


(A) revoking, suspending or placing limitations on the 
registration, activities, functions, or operations of a 
broker or dealer; 


(B) suspending, barring, or placing limitations on the 
association, activities, or functions of an associated 
person of a broker or dealer; 


(C) suspending or expelling any person from 
membership or participation in a_ self-regulatory 
organization; or 


(D) suspending or barring any person from being 
associated with a member of a national securities ex- 
change or registered securities association; or 


(2) any conviction or injunction of a type described in 
Section 15(b)(4)(B) or (C) of the Act. 


(g) Where it deems it appropriate to do so, the Commission 
may grant or deny an application filed pursuant to paragraph 
(d) of this rule on the basis of the papers filed by the parties, 
without oral hearing. Any request for oral hearing or argu- 
ment should be submitted with the application. 


(h) The Rules of Practice shall apply to proceédings under 
this rule to the extent that they are not inconsistent with this 
rule. Attention is directed particularly to Rule 22 of the Rules 
of Practice relating to form of papers and number of copies 
to be filed. 


Interested persons are invited to submit in writing their 
views and comments on the proposed rules and on the 
question of public disclosure of non-adverse actions before 
July 30, 1976. Persons desiring to make written sub- 
missions should file six copies thereof with the Secretary of 
the Commission, Securities and Exchange Commission, 500 
North Capitol Street, Washington, D. C. 20549. All sub- 


missions should refer to file number S7-640, and will be 
available for public inspection in the Commission's Public 
Reference Room, 1100 “L” Street, Washington, D. C. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





‘ As used in this release, the terms “bank clearing agency” 
or “bank participant’ mean a clearing agency or participant 
for which one of the Federal bank regulatory agencies is the 
appropriate regulatory agency. The terms “non-bank clear- 
ing agency” or “non-bank participant’ mean a clearing 
agency or participant for which the Commission is the “‘ap- 
propriate regulatory agency’. See Section (3)(a)(34(B) and 
(C) of the Securities Exchange Act of 1934 (the “Act’’). 


In general, the Federal bank regulatory agencies have 
specific jurisdiction under the Act to adopt comparable rules 
relating to clearing agencies and their participants in 
situations where the Commission's rules proposals would 
not be applicable. The Commission has consulted with these 
banking authorities in formulating the Commission rules 
proposed hereby. See Section 17A(d)(3)(A)(i) of the Act. 


The various statutory relationships between the Commission 
(as the appropriate regulatory agency) and clearing agencies 
and their participants, as contemplated by the present rule 
proposals, may be summarized as follows: 


(1) Rule 19d-1 (notices of certain SRO adjudications) 
would be applicable only to non-bank clearing agen- 
cies in cases where the participant was either a bank 
or non-bank (see Section 19(d)(1) of the Act); 


(2) Rules 19d-2 (stays of certain adjudications) and 
19d-3 (appeals) would be applicable to participants in 
bank and non-bank clearing agencies in cases where 
the Commission was the appropriate regulatory agen- 
cy for the participant (see Sections 17A(b)(5)(C) and 
19(d)(2) of the Act); 


(3) Rule 19h-1 (proposed admissions and con- 
tinuances of disqualified persons) would be applicable 
to all clearing agencies (bank and non-bank) 
regardless of whether the participants’ was a bank or 
non-bank (see Sections 17A(b)(4)(A) and 19(h)(2) of 
the Act). 


2 Pub. L. No. 94-29 (June 4, 1975). 


2The Rule would coordinate such notices with proposed 
Rule 19h-1 procedures for obtaining relief from statutory 
disqualifications. 


*The Commission does not have jurisdiction to increase 
sanctions in the cases it reviews. It may only affirm or lessen 
the sanction. See Section 19(e)(2) of the Act. 


5 Because of this difference between the statutory provisions 
and the scope of Commission oversight requirements, it has 
been necessary in proposed Rule 19d-1 to include the con- 
cept of ‘disciplinary actions.’ Reports of dismissals would 
be obtained pursuant to the Commission’s power under Sec- 
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tion 17(a) to require reports from SRO's (and others). 


6 Subparagraph (d)(2) of the proposed rule would require 
that the notice include a statement describing the origin of 
the action. The term “origin” would include such detection 
mechanisms as a regular or special inspection, public com- 
plaint, notice of termination of employment filed by a 
member, free riding questionnaire, etc. Although this item is 
also not in response to a statutory requirement, it is included 
since, in the Commission's oversight of the various SRO’s 
such information, which the NASD has long included in its 
reports to the Commission, should provide useful insight into 
the adequacy of the SRO’s surveillance and inspection 
programs. 


7 A somewhat similar provision as to a registered clearing 
agency is found in Section 17A(b)(4)(A), which provides that 
such agency may deny participation to any person subject to 
a statutory disqualification, but, in contrast to Section 
6(c)(2) and 15A(g)(2), does not provide for a denial of par- 
ticipation where a person associated with a participant is 
subject to a statutory disqualification. 


8 Similar considerations are applicable to denial proceedings 
based on unadjucated “statutory disqualifications” of the 
kind described in 3(a)(39(D) and (E) (except that part of (E) 
relating to prior convictions). 


° £. g., if an individual fails to pass an examination, he usually 
cannot be admitted to association with a member under any 
condition; if entry fees are not paid by the applicant, the 
application must be denied. 


© Under Section 19(d)(1), the appropriate Federal bank 
regulatory agencies are directed to prescribe the form of 
notice for disciplinary and denial actions of bank clearing 
agencies against non-bank participants, where the Commis- 
sion has appellate jurisdiction. 


™ Section 17A(d)(3)(A)(i) requires that the Commission and 
the bank regulatory agencies consult with and request the 
views of the other agencies “at least fifteen days prior to the 
issuance for public comment of any proposed rule” or adop- 
tion of any rule relating to a bank clearing agency. 


'2 Proposals by SRO's for admissions or continuance in 
business of disqualified persons previously were submitted 
only by the NASD pursuant to current Rule 15Ab-1. Such 
actions may now be proposed by any SRO, including an ex- 
change or clearing agency. Before the 1975 Amendments 
there were no specific statutory provisions relating to Com- 
mission oversight of the exchanges and clearing agencies in 
this area. 


'3 Section 15(b) of the Act empowers the Commission to im- 
pose sanctions, including revocation of broker-dealer 
registration, on any person who has been found to have 
committed certain offenses (as set forth in paragraph (4) or 
(6) of that Section), which findings are included within those 
constituting a “statutory disqualification” (as defined in Sec- 
tion 3(a)(39)) from SRO membership or association. In addi- 
tion, Section 19(h) empowers the Commission to suspend or 
bar persons from SRO membership or association based on 
similar types of findings. 


‘4 Securities Acts Amendments of 1975, Report of the 
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Senate Comm. on Banking, Housing and Urban Affairs to ei 
Accompany S. 249, S. Rep. No. 75, 94th Cong., 1st Sess. 
26 (1975). 
64 
SECURITIES EXCHANGE ACT OF 1934 
Release No. 12562/June 21, 1976 
SEE 
«4 
SECURITIES ACT OF 1933 
Release No. 5719 
é\¢q 
SECURITIES EXCHANGE ACT OF 1934 
Release No. 12563/June 21, 1976 
COMMISSION CONCLUDES PUBLIC HEARINGS IN «i@ 
CONNECTION WITH PROCEEDINGS TO DETERMINE 
WHETHER TO GRANT OR DENY NATIONAL SECURITIES 
CLEARING CORPORATION’S APPLICATION FOR 
REGISTRATION AS A CLEARING AGENCY; RECORD 
HELD OPEN. 
On June 18, 1976, the Commission concluded three days of (q 
public hearings in connection with proceedings to determine 
whether to grant or deny the application of National 
Securities Clearing Corporation (“NSCC”) for registration as 
a clearing agency pursuant to Section 17A of the Securities 
Exchange Act of 1934. At the conclusion of the hearings, 
the record was held open to receive additional responses to 
matters raised at the hearings, additional comments and 
responses to any further questions which the Commission or a 


the staff may direct to witnesses who testified at the 
hearings. The Commission requested that all additional 
responses to matters raised at the hearings and all additional 
comments be received no later than July 6, 1976. 


Twenty-five copies of each additional response or additional 

comment should be addressed to George A. Fitzsimmons,  @ 
Secretary, Securities and Exchange Commission, 
Washington, D. C. 20549. Reference should be made to File 

No. 600-15. All such communications will be placed in the 

public file and will be available for public inspection. 


By the Commission. 


George A. Fitzsimmons 
Secretary 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 12564/June 22, 1976 


Admin. Proc. File No. 3-4839 
In the Matter of the Application of 


FRANK DeFELICE, PH. D. & ASSOCIATES, INC. 
Charlotte, North Carolina 


and 
FRANK DeFELICE 
For Review of Disciplinary Action Taken by the 


NATIONAL ASSOCIATION OF SECURITIES DEALERS, 
INC. 


OPINION OF THE COMMISSION 


REGISTERED SECURITIES ASSOCIATION - REVIEW OF 
DISCIPLINARY PROCEEDINGS 


violations of the Rules of Fair Practice 
Improper Solicitations of Subordination Agreements 


Where member of registered securities association and 
member's president solicited two subordination agreements 
from customers without disclosing such basic matters as the 
minimum term of the loan, its risks, and the lack of protec- 
tion for subordinated lenders under the Securities Investor 
Protection Act, association's findings that such solicitations 
were inconsistent with just and equitable principles of trade 
and high standards of commercial honor, unsuitable and 
deceptive, sustained. But since certain other findings of 
violations were set aside, since investors were unharmed, 
and since applicants were themselves confused about the 
legal relationships created by the agreements that they ask- 
ed their customers to sign, sanctions reduced from expulsion 
and total bar to 90-day suspensions. 


APPEARANCES: 
Frank DeFelice, for applicants. 


Lloyd J. Derrickson and Peter J. Chepucavage, for the 
National Association of Securities Dealers, Inc, 


Review proceedings with respect to a decision dated Oc- 
tober 30, 1975, by the Board of Governors of the National 
Association of Securities Dealers, Inc. Oral argument heard 
on June 1, 1976. 


Frank DeFelice and his firm, Frank DeFelice, Ph.D. & 
Associates, inc., a member of the National Association of 
Securities Dealers, Inc. (“NASD”), seek review of dis- 
ciplinary action taken against them by the Association. The 
NASD found that applicants had improperly solicited two 
subordination agreements - one from a married couple (Mr. 
& Mrs. M) and one from a local church. Applicant's dis- 
closures to the offerees were found inadequate and mis- 
leading. 


The record shows that applicants never told Mr. & Mrs. M 
anything about what a subordinated loan involved. The cou- 
ple was simply asked to sign and return a standard form of 
subordination agreement. As to the church, applicants sent 
it a letter enclosing bonds it had just purchased and propos- 
ing that applicants pay the church an additional 2% interest 
on some of those bonds if the church would sign and return 
the proposed subordination agreement that accompanied 
the letter. The letter went on to say that “You can sell them 
[the bonds that DeFelice’s firm sought to obtain as subor- 
dinated debt capital] any time you want as long as our net 
capital would not fall below $25,000, which is very unlikely 
since we presently have over $32,000.” In this regard, the 
church was advised that “The SEC allows us to count such 
loaned securities as capital. Declining securities prices 
which reduce the capital. Declining securities prices which 
reduce the capital value of our inventory and investment re- 
quire us to increase our capital at this time.” 


Our net capital rule permits a broker-dealer to treat the 
proceeds of a subordinated loan as equity capital (rather 
than as a liability) if the loan is evidenced by a “satisfactory 
subordination agreement.”' The salient features of such an 
agreement are that: 


1. If the loan is in cash, the amount involved must be 
stated. If securities are lent, those securities must be 
clearly identified in the agreement. 


2. The agreement must completely and effectively 
subordinate the loan to all claims of present and future 
creditors of the broker-dealer. 


3. The loan must be for a specific term of not less than 
one year. 


4. The loan may not be cancelled, rescinded or 
modified after the end of the year (or longer specified 
term) even by mutual consent it the effect would be to 
reduce the broker-dealer’s net capital below the re- 
quired amount. 


5. A default in the payment of interest will not 
accelerate the maturity of the loan. 


6. The securities or other property lent to the broker- 
dealer under the agreement may be used and dealt 
with by the broker-dealer as part of its capital and 
shall be subject to the risks of the business.” 


A broker-dealer who solicits a subordination agreement 
must apprise the offeree of the firm’s financial condition. A 
clear description of the agreement's nature and terms is also 
essential.* Such disclosure should also include an 
acknowledgement by the lender that he will not receive, to 
the extent of his loan, the protections afforded customers 
under the Securities Investor Protection Act.* 


It is quite obvious that Mr. & Mrs. M did not receive informa- 
tion about the nature and terms of the agreement they were 
being asked to sign. Nor was the church given adequate or 
accurate information. True, some of the conditions listed 
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above were part of the agreement form. But the legalistic 
boilerplate in the form was no substitute for the clear state- 
ment in ordinary language that applicants were under a duty 
to give. 


Moreover, no reference was made to the absence of 
Securities Investor Protection Act coverage. Also left un- 
mentioned were the hazards of the securities business and 
the volatility of the price fluctuations that affect the value of 
a broker-dealer’s inventory. The offerees were not told that a 
marked downswing could quickly bring the firm's net capital 
below the legally required minimum, thereby precluding the 
return of the securities lent. For that matter, applicants in- 
correctly advised the church that it could sell its bonds at 
any time, when the proffered agreement provided for a 
minimum term of one year. 


We agree with the NASD that applicants’ conduct was in- 
consistent with “high standards of commercial honor and 
just and equitable principles of trade."> We also agree that 
applicants’ efforts to induce these customers to lend them 
securities on a subordinated bases involved recommen- 
dations that were both unsuitable to the customers’ needs® 
and deceptive.’ 


IV. 


The NASD expelled the firm from membership in the 
Association and barred DeFelice from association with any 
member.® Applicants argue that these sanctions are ex- 
cessive. They contend that no harm was done. 


Applicants point out that they had no liabilities which would 
have come ahead of a subordinated lender's claim. They add 
that because of the special nature of their business it was 
highly unlikely that any such senior indebtedness would be 
incurred in the future. They also argue that they did not need 
the subordinated advances involved to meet our net capital 
requirements. They tell us that these subordinations were 
motivated by factors wholly unrelated to our net capital re- 
quirements.° 


These arguments show, as does his own testimony in the 
record, that DeFelice himself misunderstood the subordina- 
tion agreements he asked his customers to sign. He appears 
to have viewed loans made under such agreements as short- 
term advances of a somewhat special type. But that is just 
what such loans are not. They are not a source of short-term 
working capital. 


The form of subordination agreement that DeFelice used (a 
form simply restates the provisions of our net capital rule 
and that is much employed in the industry) provides for a 
long-term infusion of capital.'° Yet DeFelice consistently 
maintained, and so advised the church, that the subordina- 
tion agreement carried no minimum term. He told the 
church that it would be able to get its bonds back at any 
time so long as the firm’s net capital was otherwise in com- 
pliance."' 


DeFelice’s own misconceptions caused him to mislead 
others. His failure to apprise himself of the meaning and the 
consequences of what he was doing cannot be condoned. In 
assessing the sanction, however, we must give weight to the 
absence of anything indicative of deliberate deception. Also 
pertinent is the fact that there was no actual harm to 
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customers. Moreover, we have set aside some of the 
Association's findings of violation:'? In these circumstances 
we think a substantial reduction in the sanctions ap- 
propriate. We conclude that 90-day suspensions will suffice 
to satisfy the requirements of the public interest.'? 


V. 
An appropriate order will issue. 


By the Commission (Chairman HILLS and Commissioners 
LOOMIS, EVANS and POLLACK). 


George A. Fitzsimmons 
Secretary 





' This term is defined in detail in Rule 15c3-1(c)(7). The dis- 
cussion in the text is based not on the rule as it now is, but 
on the rule as it was when the solicitations here involved 
were made. 


2 In addition to the above requirements, the agreement must 
provide that it is binding and enforceable on the lender, his 
creditors, heirs, executors, administrators and assignees. 
Two copies of the agreement, signed by both parties and 
bearing the date of execution, must be filed with the 
applicable Regional Office of the Commission within 10 
days of execution. In the present case, the agreement with 
Mr. & Mrs. M, although signed by Mr. M, was never filed. 


3 Cf. Broker-Dealer Solicitations of Account Subordinatian, 
Securities Act Release No. 5215, Securities Exchange Act 
Release N. 9412 (December 9, 1971). 


* Section 6(c)(2)(A)(ii) of that statue defines those customers 
whose funds are protected under that act. It specifically ex- 
cludes those who have lent on a subordinated basis. 


5 This is the standard of conduct required of NASD members 
by Article III, Section 1 of the Association’s Rules of Fair 
Practice. 


8 In violation of Section 2 of the Rules of Fair Practice. 


7 In violation fo Section 18 of the Rules of Fair Practice. The 
NASD also found with respect to the agreement of Mr. & 
Mrs. M that DeFelice first signed on behalf of Mr. M, as at- 
torney in fact, without proper authority and that this con- 
stituted an improper use of customers’ securities in violation 
of Section 19 of the Rules of Fair Practice. This agreement 
was subsequently ratified by Mr. M, but as noted above, 
without his being given adequate information about the 
nature of the agreement. 


® These sanctions were based not only on the findings about 
the subordination solicitations, but also on three net capital 
deficiencies and a minor recordkeeping violation. We cannot 
agree that the record supports the findings of net capital 
deficiencies. The recordkeeping violation is conceded. But 
applicants changed their way of doing things when informed 
that their prior practice was incorrect. We see nothing about 
the recordkeeping violation that calls for remedial action. 
Hence we have excluded it from consideration in assessing 
the sanction. 


There is another circumstance that requires comment. 
DeFelice took securities belonging to the firm, pledged them 
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to a bank as collateral for a personal loan, and put the 
proceeds back into the firm as subordinated capital. In com- 

@::::: the firm's net capital thereafter, he included as assets 
both the pledged securities and the proceeds of the loan, 
without reflecting any liability to the bank. Despite this 
overstatement of the firm’s assets, the record, as noted 
above, does not support findings of net capital violations by 
the firm. And the NASD did not charge a separate violation 
of its rules based on DeFelice’s actions. Nevertheless, we 
wish to make it clear that, in setting aside the NASD’s find- 
ings of net capital violations, we in no way condone 
DeFelice’s conduct. 


® With respect to the agreement of Mr. & Mrs. M, applicants 
state that they merely sought to remove the customers’ 
securities from the firm’s possession temporarily to avoid 
problems with a claimed exemption from our rule about 
holding customers’ securities (Rule 15c3-3 under the 
Securities Exchange Act). Applicants say they offered the 
church the subordination as a way of paying it a higher in- 
terest rate on the bonds it had just purchased. They claim 
that they did this for the sole purpose of assuaging the feel- 
ing of dissatisfaction that some of the church’s members 
had about this purchase. 


«9 
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10 Loans made pursuant to such agreements are not “debt” 
for net capital purposes. So far as customers and other 
general creditors are concerned, sums borrowed on this 
basis are part of equity capital. To permit such capital to be 
withdrawable on demand would be to deny such creditors 
the protections to which they are entitled. 
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'' The fact that this particular firm may have had no other 
liabilities does not alter the nature of subordination 
agreements nor does it excuse applicants’ failure to disclose 
the adverse features of such agreements. 


12 See n. 8, supra. 


13 The assessment of costs is affirmed. 
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* 
Admin. Proc. File No. 3-4839 


In the Matter of the Application of 


FRANK DeFELICE, PH.D. & ASSOCIATES, INC. 
Charlotte, North Carolina 


and 
FRANK DeFELICE 


For Review of Disciplinary Action Taken by the 


2 NATIONAL ASSOCIATION: OF SECURITIES DEALERS, 
INC. 


ORDER MODIFYING ACTION TAKEN BY REGISTERED 
SECURITIES ASSOCIATION 


On the basis of the Commission's opinion issued this day, it 
is 


ORDERED that the expulsion of Frank DeFelice, Ph.D. & 
Associates, Inc. from membership in the National Associa- 
tion of Securities Dealers, Inc. and the bar of Frank DeFelice 
from association with any member of that Association be, 
and they hereby are, reduced to 90-day suspensions from 
membership and association respectively; and it is further 


ORDERED that the assessment of costs against applicants 
is affirmed. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12565/June 22, 1976 


Admin. Proc. File No. 3-4790 

In the Matter of the Application of 
WHITESIDE & COMPANY 

1510 Avenue L 

Lubbock, Texas 


and 


CLARENCE K. WHITESIDE 
WILLIAM H. WHITESIDE 


For Review of Disciplinary Action Taken by the 


NATIONAL ASSOCIATION OF SECURITIES DEALERS, 
INC. 


OPINION OF THE COMMISSION 


REGISTERED SECURITIES ASSOCIATION—REVIEW - OF 
DISCIPLINARY PROCEEDINGS 


Violations of Rules of Fair Practice 


Failure to Make Appropriate Deposits in Special Account for 
Benefit of Customers 


Where member of registered securities association and its 
two partners failed to make required deposits in special ac- 
count for the exclusive benefit of the firm’s customers and 
did not send immediate telegraphic notice of those failures, 
association's findings of violation and sanctions imposed 
therefor affirmed. 
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APPEARANCES: 
Clarence K. Whiteside, for applicants. 


Lloyd J. Derrickson and John F. Mylod, Jr., for the National 
Association fo Securities Dealers, Inc. 


Review proceedings with respect to a decision dated 
September 22, 1975, by the Board of Governors of the 
National Association of Securities Dealers, Inc. Oral argu- 
ment heard on May 11, 1976. 


Whiteside & Company, a member of the National Associa- 
tion of Securities Dealers, Inc. (“NASD”), and the firm’s two 
partners, Clarence K. Whiteside and William H. Whiteside, 
seek review of disciplinary action taken against them by the 
Association. The NASD found that applicants on three oc- 
casions in 1974 failed to make appropriate deposits in a 
special account for the exclusive benefit of customers as 
required by Rule 15c3-3 under the Securities Exchange Act 
and did not send us timely telegraphic notification about 
those failures. The NASD censured applicants, fined them 
$1,000, jointly and severally, and assessed costs. 


Rule 15c3-3 was adopted as part of a comprehensive 
program to provide greater financial protection for the 
customers of brokers and dealers.' Among other things, the 
rule requires broker-dealers to set up a special reserve bank 
account for the exclusive benefit of customers to whom they 
owe money.” Small firms, such as Whiteside & Company, 
are required to compute on a monthly basis their net 
aggregate indebtedness to customers as of the last business 
day of the month.° If the computation shows a net credit 
balance, the broker-dealer must make a deposit in the 
special reserve account which, when added to the existing 
balance, will equal at least 105% of that credit balance.’ This 
deposit must be made by 10 a. m. on the second business 
day of the following month.® 


The rule also specifies that a broker-dealer who fails to make 
a required deposit immediately notify us, by telegram, with 
copies to the Securities Investor Protection Corporation and 
any other regulatory authority having financial responsibility 
over the broker-dealer. 


This case involves the firm’s monthly computations as of 
January 31, May 31 and June 28, 1974.5 In all three in- 
stances, the computations were not made on the first 
business day after the close of the preceding month.’ 
Moreover, no deposits were made for either January or May 
and the deposit for June was not made until July 11. 


IV. 


Applicants contend that their computations for the months 
ending January 31 and May 31, which showed that no 
deposits were required, were prepared as soon as possible. 
They say that it was impossible to prepare the computations 
on the first day of the following month because they had not 
yet received necessary data relating to their transactions in 
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securities listed on the Midwest Stock Exchange, which 
were cleared by the Midwest Clearing Corporation 
(“MCC’’).2 The MCC report showed which transactions were 
settled on time and which resulted in fails to receive or 
deliver.2 These MCC reports took 4 or 5 days to get to the 
firm, and the computations were made as soon as the MCC 
reports came in. 


Applicants would have us view the matter as if it were solely 
a problem of their not receiving data promptly, which they 
say is not their fault.'° But that misses the central issue of 
whether their computations for January and May, when 
made, were correct. While the gravity of applicants’ derelic- 
tions would be markedly tempered if no deposits were 
necessary for those two months, the fact is that applicants’ 
computations were not correct, and deposits were required 
but not made. 


Applicants’ contention that no additional deposits were re- 
quired for the January and May computations centers on 
three transactions that have much in common. A customer 
bought securities near the end of January and gave the firm 
a check for the securities on January 30.'' Settlement was 
on February 4. In May, two checks were given before May 
31 for settlements early in June.'? These three checks were 
deposited in the firm’s regular account when received and 
equivalent amounts were withdrawn on the settlement 
dates to pay the selling broker-dealers. 


The firm keeps its books on a settlement date basis. So the 
transactions were not recorded until the settlement dates. 
The special reserve account computations as of the end of 
January and May were improperly delayed and not made 
until after the settlement dates of these transactions. What 
applicants did was simply not count the three prepayments 
as money owed customers as of the end of the month 
because, by the time the firm’s reserve computations were 
made, the securities had been paid for and the firm no longer 
held the customers’ funds. 


Applicants argue that since they no longer held those funds, 
the rule cannot mean that they had to deposit an amount 
equal to customers’ funds already spent to pay for the 
customers’ securities. The rule they argue, only relates to 
funds the broker-dealer is carrying when the computation is 
made. This contention is incorrect. 


When applicants’ customers tendered their checks, they 
parted with their money. Applicants’ acceptance of those 
prepayments created liabilities to those customers as of the 
end of the months in question, and those liabilities were in- 
cluded within the rule’s definition of ‘‘other credit 
balances.”’'S 


Applicants point out that the rules definition of “other credit 
balances,” under which category these prepayments should 
have been included in the computations, speaks of ‘cash 
liabilities.” They argue that what was owed to these 
customers as of the end of the subject months was not cash 
but securities. This argument has some appea! because it is 
certainly true that the customers’ bargains with the 
applicants called for the purchase of securities. However, it 
is also true that, prior to settlement, applicants held 
customer funds for which applicants were clearly liable if the 
transactions were not consummated. Applicants’ argument 
amounts to a semantic distinction which lacks merit in view 
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of the clear import of Rule 15c3-3. Any ambiguity caused by 


other credit balances” can be readily resolved by reference 
to Exhibit A to the rule which contains the formula for com- 
puting the reserve requirement and which makes it amply 
clear that ‘customers’ securities failed to receive’ are to be 
treated as credit balances. 


@: use of the term “cash liabilities’’ in the definition of 


Applicants argue that to demand the inclusion of these 
prepayments in their computations creates an inherent un- 
fairness, which they cail “double jeopardy.” They illustrate 
this by the following example. If a customer buys securities 
for $5,000 for settlement on June 2 and pays his broker on 
May 31, then according to the rule, that $5,000 is a credit 
balance owed to a customer as of May 31, and on June 2 
the broker would have to deposit $5,250 in the special ac- 
count as well as paying $5,000 to the selling broker. 


We realize that when a certain time (like month's end) is fix- 
ed as a cut-off point, after which a new cycle begins, such 
point when viewed in isolation may seem arbitrary.'* But in 
all matters relating to accounting and financial reporting the 
need for establishing such a point is axiomatic. Com- 
putations of liabilities must be made as of a date certain. 
Subsequent transactions are to be accounted for in subse- 
quent computations. 


Applicants are permitted to make reserve account com- 
putations as frequently as they choose. And if, as of a later 
date, their customers’ credit balances have declined, they 
may withdraw an appropriate amount from the reserve ac- 
count consistent with the new credit balance. To use 
applicants’ example, they could make a new computation as 
of June 2, so that the time during which the deposit of $5,- 
250 was required to be maintained would be minimal. But 
applicants were mistaken in assuming that, although money 
was owed as of May 31, no obligation to include such debt 
in their computation arose, since the proceeds were used to 
pay the selling broker before the computation was made. 


This is the first case in which we have interpreted the 
provisions of Rule 15c3-3. In view of this and of other cir- 
cumstances, we shall exclude this aspect of the case from 
consideration in determining whether the sanctions imposed 
by the NASD are excessive.'® 


V. 


Applicants admit that their computation for June was also 
not made on time and that a substantial deposit in the 
special account was required. This was so because a 
customer liquidated a margin account at the end of June. By 
reason of that liquidation, the firm owed this customer a 
large sum. But no computation was made until about July 8. 


On July 11, the firm sent notice of its failure to make the 
required deposit, stating that “the holidays simply got us 
behind in our calculations.’’ The special account should have 
had a balance of $52,854 on July 2 instead of the $9,061 
actually on deposit. The firm's notice stated that a new 
computation had been made as of July 11 (not as of June 
28) showing a required balance of $31,290 and that a 
deposit of $22,282 had been made to correct the deficit. 


Had the computation been made on time, the firm would 
have had to deposit $43,793 in the special account. But 
because its net aggregate indebtedness to customers 


dropped early in July, the firm only had to deposit $22,282 
by July 11. The delay thus permitted the firm to use $43,- 
793 to which it was not entitled, during the early part of 
July.'® 


Applicants state that one of the partners had taken a short 
vacation and made the computation upon returning. When 
the deficiency in the account was discovered, telegraphic 
notice was sent. They urge that although a violation of the 
rule occurred, it was only “technical” and was cured by the 
July 11 deposit. 


The violation was not technical. Nor was it cured. The es- 
sence of the rule is that customers’ funds be protected from 
unlimited use by the broker-dealer. That the firm had funds 
in its operation account sufficient to make the required 
deposit would not help customers if other creditors of the 
broker-dealer could lay claim to those funds. The rule is 
prophylactic. Hence it applies to firms whose finances are 
strong as well as to those whose finances are weak. 


Vi. 


Applicants urge that the sanctions imposed by the NASD 
are excessive.'? We agree that there are mitigating cir- 
cumstances.'® But the rule here involved is fundamental to 
the safeguarding of customers’ funds. 


Applicants concede that their failure to make the June com- 
putation on time was their own fault. More important is the 
fact that when they finally made the computation, they did 
not deposit the amount which a timely computation would 
have required. In these circumstances, the $1,000 fine im- 
posed by the NASD cannot be considered “excessive or op- 
pressive.’’'® 


An appropriate order will issue. 


By the Commission (Chairman HILLS and Commissioner 
LOOMIS, EVANS and POLLACK). 


George A. Fitzsimmons 
Secretary 
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WHITESIDE & COMPANY 

1510 Avenue L 

Lubbock, Texas 


and 


CLARENCE K. WHITESIDE 
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For Review of Disciplinary Action Taken by the 


NATIONAL ASSOCIATION OF SECURITIES DEALERS, 
INC. 


ORDER DISMISSING REVIEW PROCEEDINGS 

On the basis of the Commission opinion issued this day, it is 
ORDERED that these review proceedings be, and they 
hereby are, dismissed. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





‘Securities Exchange Act Release Nos. 9856 (November 
10, 1972) and 9946 (January 12, 1973). The rule became 
effective on January 15, 1973. 


Rule 15c3-3(e). Depending on their size and net capital 
position, broker-dealers must compute their net aggregate 
indebtedness to customers either weekly or monthly. Those 
computations determine the amount of deposits that must 
be made in the special account. 


3 Essentially, the broker-dealer adds up the amounts it owes 
to its customers (referred to as credit balances) and subtracts 
the amounts its customers owe (debit balances). The for- 
mula for making the computation is an exhibit to the rule. 


* No withdrawals from the special account may be made un- 
‘ less the broker-dealer makes a new computation to justify 
the withdrawal. The computations, which must be preserved 
as part of the firm's books and records, can be made as fre- 
quently as the broker-dealer chooses, but not less than once 
a month. And if he makes only monthly computations, 
money deposited in the account must remain there for at 
least a month, that is, until the next computation. 


5 That is, one hour after the banks open for business. For ex- 
ample, if, on the morning of June 1, a broker-dealer adds up all 
the credit balances in his customers’ accounts as of May 31, 
subtracts from that total the aggregate debit balances, and 
derives a net credit balance of $40,000, at least $42,000 
(105% of $40,000) must be on deposit in his special reserve 
account by 10 a.m., June 2. If he has less than $42,000 in 
the account, he must deposit the difference. If he has more, 
he may withdraw the excess. 


Sin 1974, June 30 was a Sunday. Thus the computation 
should have been made as of June 28, and the deposit made 
on the morning of July 2. The NASD found that applicants 
were required to make deposits of $10,811 for January, 
$14,370 for May, and: $43,793 for June. 


’ The computations must be completed in sufficient time to 
permit deposits to be made on the morning of the second 
business day. By necessity, this means that the com- 
putations must be made on the first business day of the 
following month. 


8 Whiteside & Company became a member of the Midwest 
Stock Exchange on February 1, 1974. 


°This data was necessary because customers’ securities 
which are not received by the settlement date must be in- 
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cluded in the computation as money owed customers (credit 
balances) and securities which are sold by customers but not 
delivered by the settlement date are treated as money whic 
the customer owes the broker-dealer (debit balances). 


1° Applicants contend that it is unreasonable to require them 
to make computations before necessary data from the 
MCC has been received, or to blame them for not getting the 
data faster when they have no control over delays in the mail 
service.* The effect of affirming the NASD’‘s decision, 
applicants argue, would be to force them to subscribe to 
bookkeeping services in Chicago. Applicants are referring to 
the exemption from Rule 15c3-3 for firms which act as in- 
troducing brokers and clear all their transactions through 
another broker-dealer (Rule 15c3-3(k)(2)(B)). 


True, applicants needed the MCC data. It is also true that 
they did not receive that material in time. But they could 
easily have gotten it faster. A number of out-of-town 
members of the Midwest Stock Exchange use telecopier 
facilities, private express delivery or telephonic communica- 
tion with an agent in Chicago, instead of relying on regular 
mail service as applicants did. After all, this problem occurs 
only on one or two days in each month. Applicants have the 
responsibility of keeping their records current. Reliance on 
outside services does not relieve them of that responsibility. 
Moreover, when unable to meet the deadline, applicants are 
under a duty to notify us, as required by the rule. 


The check was for $10,858.80. 
12 The two checks totaled $22,723.68. 


'S"The term ‘other credit balances’ shall mean cash 
liabilities of a broker or dealer to customers other than free 
credit balances... .’ Rule 15c3-3(a)(9).. 


4 Cf, Louisville Gas Co. v. Coleman, 277 U.S. 32, 41 (1928) 
(Holmes, j., dissenting). 


'S Cf. Management Financial, Inc., Securities Exchange Act 
Release No. 12098 (February 11, 1976), 8 SEC Docket 
1248, 1249-1250. We take the same view of applicants’ 
failure to send telegraphic notices of their failure to make 
deposits that they thought were not required. 


'6 This money could have been used for the firm’s own pur- 
poses. There is no evidence that it was in fact so used. 


7 Applicant's contention that the NASD prejudged their 
case without a hearing is wrong. Before a formal complaint 
was issued applicants were offered a settlement which called 
for a $1,000 fine. They rejected it. No hearing is required 
before a formal complaint has been filed. Of course, the 
District Committee or the Board of Governors could have 
imposed a different sanction after hearing the case. But they 
adhered to the $1,000 fine. 


Applicants are also incorrect in claiming that the NASD had 
to show them a copy of the examiner's report which led to 
this proceeding. Cf. John G. Abruscato, 43 S.E.C. 209, 212- 
213 (1966). Furthermore, the examiner was present at the 
District Committee hearing, and applicants could and did ask 
him questions about his examination. 


'®See our discussion of the January and May violations, 3 
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sanctions imposed by the Association. Section 19(e)(2) of 
the Exchange Act. 


@-: such a finding, we have no power to disturb the 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12566/June 22, 1976 


APPROVAL OF FINGERPRINT PROCESSING PLANS OF 
BOSTON STOCK EXCHANGE, INC., NATIONAL ASSO- 
CIATION OF SECURITIES DEALERS, INC., NEW YORK 
STOCK EXCHANGE, INC., AND PACIFIC STOCK 
EXCHANGE, INC. 


The Securities and Exchange Commission today announced 
the approval of plans submitted by the Boston Stock Ex- 
change, Inc. ("BSE"), the National Association of Securities 
Dealers, Inc. (“NASD”), the New York Stock Exchange, Inc. 
(“NYSE”) and the Pacific Stock Exchange, Inc. ("PSE") for a 
six month pilot period beginning July 1, 1976, and ending 
December 31, 1976 pursuant to paragraph (c) of Rule 17f-2 
[17 CFR § 240.17f-2] under Section 17(f)(2) of the 
Securities Exchange Act of 1934 (the ‘‘Act’’) [15 U.S.C. 78a 
et seq., as amended by Pub. L. No. 94-29 (June 4, 1975)]. 
Under the terms of these plans, the four self-regulatory 
organizations will collect fingerprint cards submitted by their 
members, forward the cards to the Attorney General of the 
United States for identification and appropriate processing, 
and return the fingerprint cards and any information received 
as a result of such processing to the submitting members. 


Background 


Section 17(f)(2) of the Securities Acts Amendments of 
1975 requires all partners, directors, officers, and employees 
of members of national securities exchanges, brokers, 
dealers, registered transfer agents, and registered clearing 
agencies to be fingerprinted and to submit, or cause to be 
submitted, such fingerprints to the Attorney General of the 
United States for identification and appropriate processing. 
The statute further provides that the Commission, by rule, 
may exempt from the provisions of this section, upon 
specified terms, conditions, and periods, any class of 
partners, directors, officers, or employees of any such 
organizations upon a finding that such action is not inconsis- 
tent with the public interest or the protection of investors. 


On March 16, 1976, the Commission adopted Rule 17f-2, 
effective July 1, 1976, exercising the exemptive authority 
granted by Section 17/(f)(2) of the Act. Paragraph (a) of the 
rule sets forth conditions which must be met in order for an 
exemption to apply. Persons who do not qualify for exemp- 
tion under paragraph (a) are offered additional exemptive 
procedures in paragraphs (b) and (c). 


Submission of Fingerprints Pursuant to State Law or Other 
Authority 


Paragraph (b) provides that persons who are fingerprinted 
pursuant to any other law, rule or regulation of any state, the 
Federal government, or respective agencies thereof, and 





who submit, or cause to be submitted, such fingerprints to 
the Attorney General of the United States for identification 
and appropriate processing, may satisfy the requirements of 
paragraph (a) by compliance with such other law, rule, or 
regulation. included herein would be many employees of 
registered bank transfer agents, and many individuals in the 
brokerage industry in states which have statutes requiring 
the submission of fingerprints to the Attorney General. 


The following states are known by the Commission to have 
fingerprinting requirements and procedures which incor- 
porate the submission of fingerprints to the Attorney 
General and the conveyance of some information to the sub- 
mitting organizations in cases where the criminal history 
record search indicates a conviction for a statutory dis- 
qualification or other crime: Arizona, Arkansas, Colorado, 
the District of Columbia, Idaho, New Jersey, and New York. 
The Commission will continue its efforts to identify other 
states through whom submission of fingerprints will qualify 
persons for the paragraph (b) exemption. 


Submission of Fingerprints through Self-Regulatory 
Organizations 


Paragraph (c) of Rule 17f-2 provides that persons who are 
not exempted from fingerprinting under paragraphs (a) or (b) 
of the rule may satisfy the requirements of paragraph (a) by 
submitting their fingerprints to a registered national 
securities exchange or a registered national securities 
association which forwards said fingerprints to the Attorney 
General of the United States pursuant to a plan filed with 
and approved by the Commission. Furthermore, the rule 
states that the Commission, in declaring any such plan effec- 
tive, may impose such terms and conditions relating to the 
provisions of the plan and the period of its effectiveness as 
may be deemed necessary or appropriate in the public in- 
terest, for the protection of investors, or otherwise in 
furtherance of the purposes of the Act. 


Approval of BSE, NASD, NYSE and PSE Plans 


Pursuant to the provisions of paragraph (c) of Rule 17f-2, 
BSE, NASD, NYSE and PSE submitted plans whereby they 
would collect fingerprint cards from their members, forward 
such records to the FBI, the fingerprint processing arm of the 
Attorney General, for identification and appropriate process- 
ing, and thereafter return the fingerprint cards and any infor- 
mation received from the FBI to the participating entities 
submitting such records.' The Commission has reviewed 
the procedures detailed in the plans, and having due regard 
for the public interest, the protection of investors, and the 
fulfillment of the Commission’s functions under the 
provisions of the Act, declares these plans to be effective on 
July 1, 1976 for a six month period, ending December 31, 
1976. 


It is anticipated that the Boston Stock Exchange, the 
National Association of Securities Dealers, the New York 
Stock Exchange and the Pacific Stock Exchange will contact 
their membership directly regarding submission of finger- 
prints pursuant to their plans. Partners, directors, officers, 
and employees of members of these three self-regulatory 
organizations who do not meet the conditions for exemption 
from fingerprinting under paragraphs (a) or (b) of the rule 
may satisfy the requirements of paragraph (a) by submission 
of fingerprints to such organizations pursuant to paragraph 


SEC DOCKET/953 





(c) of the rule and in accordance with the provisions of the 
plans. 


The Boston Stock Exchange, the National Association of 
Securities Dealers, the New York Stock Exchange, and the 
Pacific Stock Exchange, through their roles aS intermediaries 
in accordance with the terms of their plans and the 
provisions of Rule 17f-2, undertake no responsibility other 
than the conveyance of fingerprint records and criminal 
history record information between participating entities and 
the Attorney General of the United States. 


Statutory Basis and Competitive Considerations 


The approval of the fingerprinting plans filed by the Boston 
Stock Exchange, the National Association of Securities 
Dealers, the New York Stock Exchange, and the Pacific 
Stock Exchange is made pursuant to Sections 2, 17(f), and 
23(a) of the Securities Exchange Act of 1934. The Commis- 
sion has determined that the approval of these fingerprinting 
plans would impose no burden on competition not necessary 
or appropriate in furtherance of the purposes of the Act and 
is not inconsistent with the public interest or the protection 
of investors. 


Solicitation of Public Comment 


All interested persons are invited to submit written 
statements of views and comments on the approval of the 
four fingerprint plans to George A. Fitzsimmons, Secretary, 
Securities and Exchange Commission, 500 North Capitol 
Street, Washington, D. C. 20549. They should refer to File 
No. S7-605. All comments will be available for public in- 
spection. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





‘The NYSE plan, in addtion, provides for the transmittal of 
fingerprint records for employees and associated persons of 
non-bank registered transfer agents handling NYSE-listed 
securities. 


.2At the end of this pilot period, the Commission will 
evaluate the program and consider the permanent approval 
of such pians. 
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In the Matter of 

KENNETH BOVE & CO., INC. 

JNT INVESTORS, INC. 

EXECUTIVE GROWTH SECURITIES CORP. 


FINDINGS AND ORDER IMPOSING REMEDIAL SANC- 
TIONS 
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In these broker-dealer proceedings' under the Securities Ex- 


change Act of 1934 ("Exchange Act”), Kenneth Bove & seal 


Inc., JNT Investors, Inc. and Executive Growth Securities 
Corp., all registered broker-dealers, failed to appear at the 
April 20, 1976 hearing in this matter and are therefore 
deemed in default.? 


On the basis of the order that instituted these proceedings, it 
is found that: 


1. Kenneth Bove & Co., Inc. wilfully violated Sections 
15(b) and 17(a) of the Exchange Act and Rules 15b3-1, 
and 17a-3 and 17a-4 thereunder, and wilfully violated 
and wilfully aided and abetted violations of Sections 5(a), 
5(b), 5(c), and 17(a) of the Securities Act and Sections 
10(b) and 15(c) of the Exchange Act and Rules 10b-5, 
10b-6, 15cl-8 and 15c3-1 thereunder. 


2. JNT Investors, Inc. wilfully violated and wilfully aided 
and abetted violations of Section 17(a) of the Securities 
Act and Sections 10(b) and 15(c)(3) of the Exchange Act 
and Rules 10b-5 and 15c3-1 thereunder. 


3. Executive Growth Securities Corp. wilfully violated 
and wilfully aided and abetted violations of Section 1 7/(a) 
of the Securities Act and Section 10(b) of the Exchange 
Act and Rule 10b-5 thereunder. 


In view of the foregoing, it is in the public interest to revoke 
the broker-dealer registrations of Kenneth Bove & Co.., Inc., 
JNT Investors, Inc., and Executive Growth Securities Corp. 


Accordingly, IT 1S ORDERED that the registrations as a 
broker and dealer of Kenneth Bove & Co., Inc., JNT 
Investors, Inc., and Executive Growth Securities Corp. be 
and they hereby are revoked. 


For the Commission, by its Secretary, pursuant to delegated 
authority. 


George A. Fitzsimmons 
Secretary 





‘In the Matter of Kenneth Bove & Co., Inc., 
proceedings instituted June 13, 1974. 


et al 


? Rule 6(e) of the Commission's Rules of Practice provides 
that the allegations in the order for proceedings may be 
deemed true as to a defaulting respondent. 
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SEE 


SECURITIES ACT OF 1933 
Release No. 5720/June 22, 1976 
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e SECURITIES EXCHANGE ACT OF 1934 
r No. 12569/June 23, 1976 


SR-CBOE-76-8 
SR-CBOE-76-9 


NOTICE OF EXTENSION OF COMMENT PERIOD APPLI- 
CABLE TO CBOE PROPOSALS TO ADOPT RULE NOS. 
4.18 and 4.19 


') @ 


In Securities Exchange Act Release Nos. 12400 (May 3, 
1976) and 12453 (May 18, 1976), the Commission gave 
notice of the filing of proposed Rules 4.18 and 4.19, respec- 
tively, by the Chicago Board Options Exchange, Incor- 
porated. Interested persons were invited to submit com- 
ments thereon by June 9, 1976 and June 24, 1976, respec- 
tively. 


‘@ 


To provide interested persons additional time to prepare and 
to submit comments, the Commission has extended the 
comment period applicable to each such proposal until July 


ve 30, 1976. 


; Copies of all submissions will be available for inspection at 


the Commission’s Public Reference Room, 1100 L Street, 
N.W., Washington, D. C. Persons desiring to make written 
submissions should file six copies thereof with the Secretary 
of the Commission, 500 North Capitol Street, Washington, 
D. C. 20549, with reference to the appropriate file number. 


He 


"@ 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12570/June 23, 1976 

“$e In the Matter of 

MIDWEST STOCK EXCHANGE, INC. 


120 South LaSalle Street 
* Chicago, Illinois 60603 


(SR-MSE-76-10) 


¢ , 
>. ORDER APPROVING PROPOSED RULE CHANGE 


On April 5, 1976, the Midwest Stock Exchange, Inc. 

(“MSE”) filed with the Commission, pursuant to Section 

19(b) of the Securities Exchange Act of 1934 (the Act”), as 

amended by the Securities Acts Amendments of 1975, and 
e@ Rule 19b-4 thereunder, copies of a proposed rule change. 
The proposal amends Article XVI, Rule 2 of the MSE Rules 
to require that members notify the exchange of any statutory 
disqualifications (referred to in the Securities Exchange Act 
of 1934) to which a prospective employee or associate may 
be subject and receive exchange approval before such per- 
son becomes an employee of the member or member 
organization. 


Notice of the proposed rule change together with the terms 
of substance of the proposed rule change was given by 
publication of a Commission Release (Securities Exchange 
Act Release No. 12330 (April 12, 1976, and by publication 
in the Federal Register (41 Fed. Reg. 16528, (April 19, 
1976)). 


The Commission finds that the proposed rule change is con- 
sistent with the requirements of the Act and the rules and 
regulations thereunder applicable to registered national 
securities exchanges, and in particular, the requirements of 
Section 6 and the rules and regulations thereunder. 


IT IS THEREFORE ORDERED, pursuant to Section 19(b)(2) 
of the Act, that the proposed rule change filed with the Com- 
mission on April 5, 1976, be, and it hereby is, approved. 


For the Commission by the Division of Market Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT of 1934 
Release No. 12571/June 23, 1976 


In the Matter of 


PACIFIC CLEARING CORPORATION 
453 South Spring Street 
Los Angeles, California 90013 


(SR-PCC-76-5) 


ORDER APPROVING RULE CHANGE SUBMITTED BY THE 
PACIFIC CLEARING CORPORATION, INCORPORATED 
FOR THE ESTABLISHMENT OF A SATELLITE FACILITY IN 
DENVER, COLORADO 


On April 28, 1976, the Pacific Clearing Corporation (‘PCC’) 
submitted a proposed rule change under Rule 19b-4 under 
the Securities Exchange Act of 1934, 15 U.S.C. 78(s) (the 
“Act’). The rule change was designed to enable PCC to es- 
tablish a satellite facility in Denver, Colorado. In accordance 
with Section 19(b) of the Act and Rule 19b-4 thereunder, 
the rule change was published in the Federal Register (41 
Fed. Reg. 20626, May 19, 1976), and the public was invited 
to submit comments. Notice of the filing and an invitation for 
comments also appeared in the SEC Docket May 10, 1976. 
(Securities Exchange Act Release No. 12419) No letters of 
comment were received. 


As described in Securities Exchange Act Release No. 
12419, the PCC submission consists of a plan to establish a 
satellite facility for local brokers and banks for processing at 
the San Francisco and Los Angeles offices of PCC and 
Pacific Securities Depository Trust Company. In connection 
with the submission, the Commission must determine, pur- 
suant to paragraphs (g) of Rules 8c-1 and 15c2-1 under the 
Act, that the agreements, provisions and safeguards es- 


SEC DOCKET/955 











tablished by PCC are adequate for the protection of in- 
vestors. 


The Commission has reviewed the PCC submission and 
finds that the agreements, provisions and safeguards es- 
tablished by PCC are adequate for the protection of in- 
vestors. The Commission finds also that the rule change is 
consistent with the provisions of the Act and the rules and 
regulations thereunder. 


IT IS THEREFORE ORDERED, pursuant to Section 19(b)(2) 
of the Act, that the rule change contained in File No. SR- 
PCC-76-5 be, and hereby is, approved. 


For the Commission, by the Division of Market Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12572/June 24, 1976 


NOTICE OF FILING OF PROPOSED RULE CHANGES BY 
THE STOCK CLEARING CORPORATION OF 
PHILADELPHIA (File No. SR-SCCP-76-3) 


The Stock Clearing Corporation of Philadelphia (“SCCP”) 
submitted on June 16, 1976 proposed rule changes, pur- 
suant to Rule 19b-4 under the Act, implementing a Con- 
tinuous Net Settlement (“CNS”) System. The CNS System 
will be offered an alternative to trade-for-trade clearance. 
SCCP anticipates that high volume members with netting 
transactions will utilize the CNS System whereas lower 
volume members without offsetting transactions will prefer 
trade-for-trade clearance. Clearance of securities transac- 
tions on a netted basis is expected to be less costly and 
more efficient. 


Publication of the submission is expected to be made in the 
Federal Register during the week of June 28, 1976. 
Interested persons are invited to submit written data, views 
and arguments concerning the submission within twenty- 
one days from the date of publication in the Federal 
Register. Persons desiring to make written submissions 
should file six copies thereof with the Secretary of the Com- 
mission, Securities and Exchange Commission, 500 North 
Capitol Street, Washington, D. C. 20549. Reference should 
be made to File No. SR-SCCP-76-3. 


Copies of the submission, with accompanying exhibits, and 
ci all written comments will be available for public inspec- 
tion at the Securities and Exchange Commission's Public 
Reference Room, 1100 L Street, N.W., Washington, D. C. 
Copies of the filing will also be available at the principal of- 
fice of the above-mentioned self-regulatory organization. 


For the Commission, by the Division of Market Regulation, 
pursuant to delegated authority. 
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George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12573/June 24, 1976 


SECURITIES INVESTOR PROTECTION ACT OF 1970 
Release No. 57/June 24, 1976 


Administrative Proceeding File No. 3-4670 
In the Matter of 

HOWARD LAWRENCE & CO., INC. 
(BD 8-14933) 


et al. 


FINDINGS AND ORDER 
SANCTIONS 


IMPOSING REMEDIAL 


These are broker-dealer proceedings under the Securities 
Exchange Act of 1934 ("Exchange Act’) with respect to, 
among others, Howard Lawrence & Co., Inc. (“Registrant”), 
a broker-dealer registered pursuant to Section 15(b) of the 
Exchange Act. On January 11, 1974, the United States 
District Court for the Southern District of New York ap- 
pointed a trustee to liquidate Registrant's business, pursuant 
to Section 5(b)(3) of the Securities Investor Protection Act 
of 1970.' Without admitting or denying the allegations con- 
tained in the order for proceedings (‘order’) instituting these 
proceedings, the trustee, pursuant to Bankruptcy Court 
authorization, has waived any objection to which he may be 
entitled to: (1) findings of violation of the securities laws as 
alleged in the order; and (2) the entry of an order revoking 
Registrant's broker-dealer registration. 


On the basis of the order and the trustee’s consent, it is 
found that: (1) Registrant willfully violated Sections 10(b), 
15(c)(2), and 15(c)(3) of the Exchange Act and Rules 10b-5, 
15c2-1, 15c3-1, and 15c3-3 thereunder; and (2) upon 
Registrant's consent, on January 11, 1974, the United 
States District Court for the Southern District of New York 
issued a final judgment of permanent injunction enjoining 
Registrant from further violations of Sections 10(b), 
15(c)(2), and 15(c)(3) of the Exchange Act and Rules 10b-5, 
15c2-1, 15c3-1, and 15c3-3 thereunder.” 


In view of the foregoing, it is in the public interest to revoke 
Registrant's broker-dealer registration.’ 


Accordingly, IT iS ORDERED that the broker-dealer registra- 
tion of Howard Lawrence & Co., Inc., be, and it hereby is, 
revoked, except that Howard Lawrence & Co.., Inc. shall con- 
tinue to be deemed a registered broker-dealer for the limited 
purpose of permitting the SIPC trustee, or any successor 
thereto appointed pursuant to SIPA, to engage in activities 
necessary and appropriate in the SIPC trustee's discretion to 
the continuing liquidation of Howard Lawrence & Co. Inc., 
including, but not limited to, the collection of, and sale of 
commissions due and to become due. 
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For the Commission, by its Secretary pursuant to delegated 
authority. 


George A. Fitzsimmons 
Secretary 





‘SEC v. Howard Lawrence & Co., Inc. et al., 74 Civ. 193 
[SIPC] (S.D.N.Y. 1974). 


2 SEC v. Howard Lawrence & Co., Inc. et al., 74 Civ. 193 
(S.D.N.Y. 1974). 


3 The findings herein are not binding on any other respon- 
dent named in these proceedings. 


Foot notes for Tape A 


‘The NYSE plan, in addition, provides for the transmittal of 
fingerprint records for employees and associated persons of 
non-bank registered transfer agents handling NYSE-listed 
securities. 


2At the end of this pilot period, the Commission will 
evaluate the program and consider the permanent approval 
of such plans. 
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PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19577/June 18, 1976 


In the Matter of 


METROPOLITAN EDISON COMPANY 
2800 Pottsville Pike, Muhlenberg Township 
Berks County, Pennsylvania 19605 


(70-5865) 


NOTICE OF PROPOSED AMENDMENT TO ARTICLES OF 
INCORPORATION TO RECLASSIFY PRESENTLY OUT- 
STANDING SHARES OF PREFERRED STOCK AND TO 
INCREASE AUTHORIZED PREFERRED STOCK; ORDER 
AUTHORIZING SOLICITATION OF PROXIES IN CON- 
NECTION THEREWITH 


NOTICE IS HEREBY GIVEN that Metropolitan Edison Com- 
pany (‘‘Met-Ed”), an electric utility subsidiary company of 
General Public Utilities Corporation (“GPU”), a registered 
holding company, has filed a declaration and amendments 
thereto with this Commission pursuant to the Public Utility 
Holding Company Act of 1935 ("Act’’), designating Sections 
6(a), 7, and 12(e) of the Act and Rules 62 and 65 
promulgated thereunder as applicable to the proposed tran- 
sactions. All interested persons are referred to the declara- 
tion, as amended, which is summarized below, for a com- 
plete statement of the proposed transactions. 


Met-Ed proposes to amend its articles of incorporation (‘‘ar- 
ticles’) to (1) reclassify each of its outstanding shares of 
preferred stock into shares without part value and with a 
stated value of $100 per share, and (2) increase its autho- 
rized preferred stock, presently consisting of 2,150,000 
shares, par value $100 per share, to 10,000,000 shares 
without par value and with a maximum aggregate stated 
value of $250,000,000. It is stated that the proposed 
reclassification will not affect the dividend, liquidation, 
voting or other rights of the holders of outstanding shares of 
the preferred stock. The proposed amendment to the articles 
will provide that each share of the preferred stock will have 
such voting rights as is proportionate to the ratio of (1) the 
stated value of such share to (2) the stated value of all 
shares of Met-Ed preferred stock then outstanding. It is 
further provided in the proposed amendment that the stated 
value of each share of the preferred stock will be equal to the 
capital furnished to Met-Ed for such share and will also be 
equal to such share’s preferential claim in the event of Met- 
Ed’s involuntary liquidation. 


Under the articles, as proposed to be amended, Met-Ed will 
propose a stated value of a new series of its preferred stock 
at the time Med-Ed proposes to issue and sell such a series. 
The stated value set for each series will be subject to ap- 
proval by this Commission. Met-Ed understands that the 
Commission has not indicated its approval in this proceeding 
to the future issuance of additional preferred stock of any 
particular stated value. 


Met-Ed proposes to solicit proxies from its preferred and 
common stockholders to be used at a special meeting of 
preferred and common stockholders to be held on July 30, 
1976, for the purpose of obtaining stockholder approval for 
the foregoing proposals through the use of proposed proxy 
soliciting material. The proposed amendment to the articles 
will require the favorable vote, as a class, of the holders of a 
majority of the total number of outstanding shares of Met- 
Ed’s preferred stock. The proposed amendment to the ar- 
ticles of incorporation also requires the favorable vote of the 
holder of Met-Ed’s common stock. GPU, the holder of all the 
outstanding Met-Ed common stock, has advised Met-Ed 
that it intends to vote the outstanding common stock in 
favor of the proposed amendment. 


It is stated that the Pennsylvania Public Utility Commission 
has jurisdiction with respect to the proposed reclassification 
of the Met-Ed preferred stock and that no other state com- 
mission and no federal commission, other than this Commis- 
sion, has jurisdiction over the proposed transactions. Fees 
and expenses to be incurred by Met-Ed in connection with 
the proposed transactions are estimated at $35,000, in- 
cluding legal fees of $20,000. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than July 20, 1976, request in writing that a 
hearing be held on such matter, stating the nature of his in- 
terest, the reasons for such request, and the issues of fact or 
law raised by said declaration, as amended, which he desires 
to controvert; or he may request that he be notified if the 
Commission should order a hearing thereon. Any such re- 
quest should be addressed: Secretary, Securities and Ex- 
change Commission, Washington, D. C. 20549. A copy of 
such request should be served personally or by mail upon 
the declarant at the above-stated address, and proof of ser- 
vice (by affidavit or, in case of an attorney at law, by cer- 
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tificate) should be filed with the request. At any time after 
said date, the declaration, as amended, or as it may be 
further amended, may be permitted to become effective as 
provided in Rule 23 of the General Rules and Regulations 
promulgated under the Act, or the Commission may grant 
exemption from such rules as provided in Rules 20(a) and 
100 thereof or take such other action as it may deem ap- 
propriate. Persons who request a hearing or advice as to 
whether a hearing is ordered will receive any notices and 
orders issued in this matter, including the date of the hearing 
(if ordered) and any postponements thereof. 


It appearing that Met-Ed’s declaration, as amended, in so far 
as it relates to the proposed solicitation of proxies, should be 
permitted to become effective forthwith pursuant to Rule 


IT IS ORDERED that the declaration, as amended, in so far 
as it relates to the proposed solicitation of proxies, be, and it 
hereby is, permitted to become effective forthwith, pursuant 
to Rule 62 and subject to the terms and conditions prescrib- 
ed in Rule 24 under the Act. 


For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19578/June 18, 1976 


In the Matter of 


AMERICAN ELECTRIC POWER COMPANY, INC. 
New York, New York 10004 


(70-5822) 


ORDER RELEASING JURISDICTION OVER FEES AND 
EXPENSES 


American Electric Power Company, Inc. ("AEP"), a 
registered holding company, has filed a_ post-effective 
amendment to its application-declaration previously filed 
with this Commission pursuant to Sections 6(a)(1), 7, 
9(a)(1), and 10 of the Public Utility Holding Company Act of 
1935 (“Act”) and Rule 62 promulgated thereunder regar- 
ding the following proposed transaction. 


By order dated April 27, 1976 (HCAR No. 19500) in this 
proceeding, the Commission authorized transactions relating 
to AEP’s Key Employee Stock Purchase Plan of 1976 
(“Plan”). The Plan permits qualified employees to purchase 
AEP stock and to pay for such stock in monthly installments 
over a 10-year period. Jurisdiction was reserved with 
respect to fees and expenses to be incurred by AEP in con- 
nection with the proposed Key Employee Stock Purchase 
Plan. 
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By post-effective amendment filed in this proceeding, it is 
stated that fees and expenses to be incurred in connection 
with the proposed transaction are estimated at $92,300, in- 
cluding legal fees of $25,000 and printing costs of $39,000. 


Upon the basis of the facts in the record. as further amended 
by said post-effective amendment, it is hereby found that the 
applicable standards of the Act and the rules thereunder are 
satisfied and that no adverse findings are necessary; and 
that it is appropriate in the public interest and in the interest 
of investors and consumers that said application- 
declaration, as further amended by said post-effective 
amendment, be granted and permitted to become effective: 


IT 1S ORDERED, pursuant to the applicable provisions of the 
Act and rules thereunder, that said application-declaration, 
as further amended by said post-effective amendment, be, 
and it hereby is, granted and permitted to become effective 
forthwith, subject to the terms and conditions prescribed in 
Rule 24 promulgated under the Act. 


IT IS FURTHER ORDERED that the jurisdiction heretofore 
reserved over fees and expenses be, and it hereby is releas- 
ed. 


For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19579/June 18, 1976 


In the Matter of 


EASTERN UTILITIES ASSOCIATES 
Boston, Massachusetts 02107 


BLACKSTONE VALLEY ELECTRIC COMPANY 
Lincoln, Rhode Island 02865 


BROCKTON EDISON COMPANY 
Brockton, Massachusetts 02403 


FALL RIVER ELECTRIC LIGHT COMPANY 
Fall River, Massachusetts 02722 


MONTAUP ELECTRIC COMPANY 
Fall River, Massachusetts 02722 


EUA SERVICE CORPORATION 
Boston, Massachusetts 02107 


(37-67) 


ORDER AUTHORIZING PROPOSED INCREASE IN UN- 
SECURED BORROWINGS BY SERVICE COMPANY FROM 


HOLDING COMPANY; GRANTING EXCEPTION FROM )) 


COMPETITIVE BIDDING 





ei 








gg... 


Eastern Utilities Associates (EUA’), a registered holding 
company, its four electric utility subsidiary companies, 
Blackstone Valley Electric Company, Brockton Edison Com- 
pany, Fall River Electric Light Company and Montaup Electric 
Company and the EUA Service Corporation (‘‘Service Co.”’) 
have filed post-effective amendments to their application- 
declaration previously filed with this Commission pursuant 
to Sections 6(a) and 7 of the Public Utility Holding Company 
Act of 1935 (‘Act’) and Rules 40(b) and 50 promulgated 
thereunder regarding the following proposed transaction. 


By order dated March 5, 1971 (HCAR No. 17029) issued in 
this proceeding, EUA and its public utility subsidiaries were 
authorized to organize and operate Service Co. Service Co. 
was authorized to issue and sell to EUA 100 shares of Ser- 
vice Co. common stock at an aggregate par value of $1,000. 


Service Co. was further authorized to issue and sell to EUA 
notes in the aggregate principal amount of $500,000. It was 
proposed that Service Co. would at all times maintain its 
aggregate capital at an amount not to exceed the sum of 
two months’ operating expenses, plus its depreciated fixed 
assets, plus prepayments and petty cash working funds. 


By post-effective amendment filed in this proceeding, it is 
stated that EUA contemplates expanding the operations of 
Service Co. and that such expansion will require Service Co. 
to increase its borrowings from EUA. It is therefore re- 
quested that Service Co. be permitted to increase its 
authorized borrowings from EUA from $500,000 to an 
aggregate of $2,000,000. The borrowings will be evidenced 
by notes maturing on January 5, 1991, and will bear interest 
at an effective rate derived from the commercial bank base 
rate in effect from time to time at The First National Bank of 
Boston (adjusted as of the effective date of any change in 
such rate) together with an assumed compensating balance 
of 20%. The notes will be prepayable at any time without 
premium. Based on the prime rate of 7.25% the effective 
cost of borrowings would be equal to 9.06%. 


Applicants-declarants request, pursuant to Rule 50(a)(5), an 
exception from the competitive bidding requirements of Rule 
50 to permit Service Co. to issue and sell the notes to EUA. 


No state commission and no federal commission, other than 
this Commission, has jurisdiction over the proposed transac- 
tion. 


Due notice of the filing of said post-effective amendment to 
the application-declaration has been given in the manner 
prescribed under the Act (HCAR No. 19342), and no hearing 
has been requested of or ordered by the Commission. Upon 
the basis of the facts in the record, it is hereby found that the 
applicable standards of the Act and the rules thereunder are 
satisfied and that no adverse findings are necessary; and 
that it is appropriate in the public interest and in the interest 
of investors and consumers that said application- 
declaration, as further amended by said post-effective 
amendments, be granted and permitted to become effective: 


IT IS ORDERED, pursuant to the applicable provisions of the 
Act and rules thereunder, that said application-declaration, 
as further amended by said post-effective amendments, be, 
and it hereby is, granted and permitted to become effective 
forthwith, subject to the terms and conditions prescribed in 
Rule promulgated under the Act. 


For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1925 
Release No. 19580/June 18, 1976 


In the Matter of 


NEW ENGLAND ENERGY INCORPORATED 
NEW ENGLAND ELECTRIC SYSTEM 
Westborough, Massachusetts 01581 


(70-5543) 


ORDER AUTHORIZING PROPOSED EXTENSIONS OF 
TIME FOR HOLDING COMPANY TO MAKE IN- 
VESTMENTS IN SUBSIDIARY FUEL COMPANY AND 
PROPOSED INCREASE IN INVESTMENTS BY FUEL 
COMPANY THROUGH 1979 


New England Electric System (“NEES”), a registered holding 
company, and New England Energy Incorporated ("‘NEEI"’), a 
fuel subsidiary of NEES, have filed post-effective 
amendments to their application-declaration, as amended, 
previously filed with this Commission pursuant to Sections 
6(a), 7, 9(a), 10 and 12 of the Public Utility Holding Com- 
pany Act of 1935 (“Act”), and Rules 43 and 45(a) 
promulgated thereunder regarding the following proposed 
transactions. 


By order dated October 30, 1974 (HCAR No. 18635) issued 
in this proceeding, NEES was authorized to acquire the com- 
mon stock of NEEI and to make subordinated loans to NEEI 
in a total aggregate amount not to exceed $20,000,000. 
NEE! was also authorized to enter into a partnership 
arrangement with Samedan Oil Corporation (“Samedan’’) to 
explore for and develop oil and gas deposits. NEES and NEEI 
were granted an exception from the tax allocation re- 
quirements of Rule 45(b)(6) and jurisdiction was reserved 
over any transactions between NEEI and its associates 
which are subject to Sections 12(f) or 13 of the Act and 
Rules 80-95 thereunder. 


NEES had previously executed a Capital Funds Agreement 
with NEEI under which NEES agreed to invest up to $20.- 
250,000 in NEEI during the period ending July 31, 1976. It 
is now proposed to amend this agreement to provide that 
NEES may invest a total of up to $45,000,000 in NEEI to be 
outstanding at any one time during the period through 
December 31, 1979. It is anticipated that the loans to NEE! 
will be repaid by NEEI from its operations or from the 
proceeds of permanent financing or borrowing arrangments. 


The agreement, as amended, will provide that the additional 
investment in NEEI may be in the form of common stock, 
capital contributions or subordinated notes. In the case of 
subordinated notes, as with existing loans to NEEI, each 
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such additional loan will bear interest at an annual rate equal 
to (i) the overall effective interest cost being paid from time 
to time by NEES on its then outstanding borrowings from 
banks or (ii) if NEES has no outstanding bank borrowings, 
then 125% of the prime commercial rate charged from time 
to time during the period by The First National Bank of 
Boston. Based on the current prime rate of 7.0%, the effec- 
tive interest cost equals 8.75%. Such loans will mature in 
not more than 20 years and are prepayable in any amount at 
-any time without penalty. 


Proceeds of the investments in NEEI are proposed to be 
used in the following manner: (i) to continue the Samedan 
project, (ii) to engage in possible additional transactions of a 
nature similar to Samedan with parties other than Samedan, 
involving the purchase of interests and/or participations in 
similar ventures relating to oil and gas exploration, develop- 
ment and production; and (iii) to enable NEE! to assume 
various fuel procurement and inventory activities carried on 
by other NEES subsidiaries. 


NEEI also requests a continuation of the exception from the 
consolidated tax allocation provisions of Rule 45(b)(6). 


No state commission and no federal commission, other than 
this Commission, has jurisdiction over the proposed transac- 
tions. 


Due notice of the filing of said application-declaration as 
amended by said post-effective amendments has been given 
in the manner prescribed in Rule 23 promulgated under the 
Act (HCAR No. 19534), and no hearing has been requested 
of or ordered by the Commission. Upon the basis of the facts 
in the record, it is hereby found that the applicable standards 
of the Act and the rules thereunder are satisfied and that no 
adverse findings are necessary; and that it is appropriate in 
the public interest and in the interest of investors and con- 
sumers that said application-declaration, as further amended 
by said post-effective amendments, be granted and per- 
mitted to become effective: 


IT 1S ORDERED, pursuant to the applicable provisions of the 
Act and rules thereunder, that said application-declaration, 
as further amended by said post-effective amendments, be, 
and it hereby is, granted and permitted to become effective 
forthwith, subject to the terms and conditions prescribed in 
Rule 24 promulgated under the Act, except that certificates 
thereunder shall be filed quarterly and subject further to the 
reservation of jurisdiction previously ordered in this 
proceeding. 


For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19581/June 18, 1976 


In the Matter of 
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BLACK THUNDER COAL COMPANY 
c/o AMERICAN ELECTRIC POWER SERVICE 4 
CORPORATION 
2 Broadway 

New York, New York 10004 a 


INDIANA & MICHIGAN ELECTRIC COMPANY } 
2101 Spy Run Avenue ry r 
Fort Wayne, Indiana 46801 ‘ 


OHIO POWER COMPANY 
301 Cleveland Avenue S.W. ; 
Canton, Ohio 44701 


AMERICAN ELECTRIC POWER COMPANY, INC. R 
2 Broadway : 
New York, New York 10004 


(70-5847) 


NOTICE OF PROPOSED ORGANIZATION OF COAL 
MINING COMPANY AND TRANSFER OF MINES AND 
COAL MINING CONTRACT THERETO BY SUBSIDIARIES 
OF REGISTERED HOLDING COMPANY; ISSUANCE OF 
COAL MINING COMPANY OF COMMON STOCK AND f 
ACQUISITION THEREOF BY SUBSIDIARY OF iP \ 
REGISTERED HOLDING COMPANY; SALE OF ONE-HALF , 
OF COAL MINING COMPANY COMMON STOCK BY SUCH i 
SUBSIDIARY TO ANOTHER SUBSIDIARY OF 
REGISTERED HOLDING COMPANY, AND CASH CAPITAL 
CONTRIBUTIONS TO COAL MINING COMPANY BY SUCH 
SUBSIDIARIES; COAL PURCHASE AGREEMENT 
BETWEEN COAL MINING COMPANY AND SUCH { 
SUBSIDIARIES: COAL EQUIPMENT LEASE BY COAL 
MINING COMPANY, WITH LEASE GUARANTEE BY 
REGISTERED HOLDING COMPANY; AND REQUEST FOR 
EXCEPTION FROM COMPETITIVE BIDDING 


NOTICE IS HEREBY GIVEN that American Electric Power 
Company, Inc. (“AEP”), a registered holding company, In- 
diana & Michigan Electric Company (“l&M") and Ohio 
Power Company (“Ohio”), its subsidiary electric utility com- 
panies, and Black Thunder Coal Company, a newly incor- \ 
porated company, have filed an application-declaration and 
amendments thereto with this Commission pursuant to the 
Public Utility Holding Company Act of 1935 (“Act’’) | 
designating Sections 6, 7, 9, 10, 12 and 13 and Rules 
50(a)(3), 50(a)(5)(A), 89, and 100(a) promulgated } 
thereunder as applicable to the proposed transactions. All 
interested persons are referred to the application- 
declaration, which is summarized below, for a complete 
statement of the proposed transactions. 


On June 19, 1974, 1&M entered into a coal supply contract 
with McCulloch Oil Corporation (“McCulloch”) and Braztah | 
Corporation (Braztah”), a McCulloch subsidiary. The con- 
tract generally related to the sale by Braztah of low sulfur 
coal to AEP System companies from certain mines located 
in Carbon County, Utah (‘Carbon County mines”). Thereafter 
1&M undertook to provide Braztah with interim financing by 
advancing to Braztah up to $10,000,000 in short-term 
notes, secured by these properties (HCAR No. 18614). ( 


The coal supply contract further provided that if long-term 
leases had not been entered into by July 20, 1975, |&M 
would purchase the Carbon County mines. It is stated that in 





May 1975, it appeared that the long-term financing con- 
templated by the coal supply contract could not be effected 
as originally planned. Franklin Real Estate Company 
(Franklin’’), a real estate subsidiary of AEP, acting on behalf 
of 1&M, purchased the Carbon County mines on June 27, 
1975 (HCAR No. 19064); and the mines were to be 
operated by Braztah for 1&M pursuant to a coal mining con- 
tract. 


It is stated that Black Thunder has been incorporated under 
the laws of the state of Utah to own the Carbon County 
mines, to hold federal, state and county coal leases, and to 
engage in mining, processing, transporting and selling coal. 
Black Thunder is authorized to issue 500,000 shares of 
common stock, par value $1.00 per share. It is proposed 
that Black Thunder will acquire from 1&M and Franklin the 
Carbon County mines and all of 1&M's right, title and interest 
under the coa! mining contract and any contracts and 
agreements in connection with equipment or other materials 
purchased or contracted to be purchased for use at the Car- 
bon County mines. In exchange, 1&M will receive 400,000 
shares of Black Thunder's common stock; and Black 
Thunder will assume the liabilities and contractual 
obligations of Franklin and 1&M incurred in connection with 
the purchase, development and operation of the Carbon 
County mines. 


It is futher proposed that upon completion of this acquisition 
of the Carbon County mines by Black Thunder, |&M will sell 
to Ohio 200,000 shares of Black Thunder's common stock, 
constituting 50% of the outstanding shares of such common 
stock, for cash in an amount equal to 50% of |&M's invest- 
ment in Black Thunder. It is expected that at the time of the 
consumation of this transaction, 1&M’s book investment in 
the Carbon County mines will approximate $40,000,000. 
Additionally it is proposed that Ohio will agree to pay to |&M 
50% of any amounts which |&M may become obligated to 
pay on account of the liabilities and obligations of 1!&M and 


Franklin assuemd by Black Thunder at the time of its ac-" 


quisition of the Carbon County mines, to the extent not 
previously paid by Black Thunder. 


Ohio, 1&M and Black Thunder also propose to enter into a 
coal purchase agreement pursuant to which Black Thunder 
will make available to Ohio and 1&M the coal mined from the 
coal reserves included in the Carbon County mines, each 
company entitled to 50% thereof. Ohio and !&M will each 
pay to Black Thunder 50% of such amounts as, when added 
to amounts received by Black Thunder from all other 
sources, will at least be sufficient to enable Black Thunder to 
pay, when due, all of its operating and other expenses, in- 
cluding (i) any amount which Black Thunder may be required 
to pay as rent pursuant to any lease of real or personal 
property, or on account of any interest on any indebtedness 
for borrowed money of Black Thunder and on account of the 
stated maturities of, and/or all required sinking fund 
payments and other regular amortization requirements 
applicable to, such indebtedness, (ii) amounts due, including 
interest, on account of the obligations to Braztah originally 
incurred by 1&M in connection with the acquisition of the 
Carbon County mines and (iii) such additional amount which 
after provision for amounts payable as taxes upon, or 
measured by, income (x) will enable Black Thunder to pay 
dividends on any preferred stock which it may issue (other 
than to 1&&M, Ohio or any other member of the AEP System), 
and (y) will represent reasonable compensation to Black 


Thunder for the use of the capital invested in Black Thunder 
by I&M and Ohio as shall equal the product of (a) the 
amount of such capital invested in Black Thunder at the end 
of the month preceding each monthly payment and (b) one- 
twelfth of such percentage as shall be equal to the average 
“provision for return” of 1&M and Ohio, determined as 
follows: the ‘‘provision for return’ for each of 1&&M and Ohio 
shall be computed by applying to the respective Company's 
capital structure, as of March 31, 1976, an interest rate on 
long-term debt equal to the effective interest cost of the 
respective Company's last bond issue, a preferred divident 
rate equal to the Company's last preferred stock issue and a 
rate of return on equity (excluding preferred stock) of 12- 
1/2%; and the average “provision for return” of 1&M and 
Ohio shall be determined by adding the respective ‘‘provi- 
sion for return’’ of each such company as determined above 
and then dividing the sum by two. 


It is stated that upon the completion of the acquisition of the 
Carbon County mines by Black Thunder and the execution 
and delivery by Ohio, 1&M and Black Thunder of the coal 
purchase agreement, Black Thunder and an unaffiliated bank 
or trust company as trustee (‘‘Trustee’’), under a trust agree- 
ment for the benefit of General Electric Credit Corporation 
(“GECC”), will enter into a lease, pursuant to which the 
Trustee will acquire new coal mining and processing equip- 
ment from time to time until December 31, 1980 and lease 
such equipment to Black Thunder for use in the develop- 
ment and ooperation of the Carbon County mines. The total 
cost of the equipment to be leased by Black Thunder is 
presently estimated by Ohio and 1&M to be $78,100,000. 
GECC will provide 40% of the funds required to purchase the 
equipment to be leased, with the balance to be borrowed by 
the Trustee from a special purpose corporation (the “Note 
Issuer’), which in turn will borrow such funds from in- 
stitutional investors. The trustee will issue an Owner Cer- 
tificate to GECC evidencing its equity investment in the 
equipment and Loan Certificates to the Note Issuer, all of 
the capital stock of which will be initially owned by GECC, 
evidencing the loans made by the Note Issuer to the Trustee. 
The Note Issuer will issue notes (the Notes”) to the in- 
stitutional investors from which it borrows. The Loan Cer- 
tificates and the Notes will be issued under an Indenture 
pursuant to which the trustee thereunder (the “Loan 
Trustee”) will receive, as part of the trust estate and as 
security for the Notes, a first lien on the equipment, an 
assignment of the Trustee’s rights under the lease, an 
assignment of the Trustee's rights under a lease guarantee 
by AEP, all of the right, title and interest of the Note Issuer in 
and to the Loan Certificates, a pledge of all of the capital 
stock of the Note Issuer, an assignment of a Ground Lease, 
including the Trustee’s rights thereunder, in certain events, 
to mine coal from the reserves included in the Carbon Coun- 
ty mines with the equipment through the year 2009 and an 
assignment of the coal mining contract which will have been 
assigned by Black Thunder to the Trustee to secure the per- 
formance of Black Thunder's obligations under the lease. 
The lease will be a so-called “net lease”, the rental and ter- 
mination payments under the lease being designed to 
protect GECC and the institutional investors from loss. 


The Notes evidencing the loans from the institutional in- 
vestors to the Note Issuer, and the Loan Certificates, will 
bear interest at the rate of 10% per annum and will mature 
either on December 31, 1999 or on a date approximately 8 
years from their issuance, depending upon the lease term of 
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the equipment purchased by the Trustee with the proceeds 
of the loan. The rent payable by Black Thunder to the 
Trustee for equipment placed under lease prior to June 30, 
1976 will amount to a percentage, to be specified, of the 
cost of such equipment for each semiannual period during 
the lease term. The rent payable by Black Thunder to the 
Trustee for equipment under lease after such date is ad- 
justed semiannually in accordance with a formula based on 
changes in the Baa corporate bond yield rate and the highest 
prime interest rate of the Chase Manhattan Bank, N.A., 
Morgan Guaranty Trust Company and Manufacturers 
Hanover Trust Company from an assumed Baa bond yield of 
10.32% and a prime interest rate of 9.25%. It is stated that 
Ohio and 1&M believe that the cost of money to Black 
Thunder under the lease arrangements outlined above will 
be lower than the cost of money which Black Thunder would 
incur in the event Black Thunder continued to own rather 
than lease the equipment involved and borrowed from unaf- 
filiated lenders the amount necessary to finance the 
purchase of such equipment. 


The GECC commitment letter provides that Black Thunder 
will pay to GECC a commitment fee of $50,000 at the time 
the lease and related documents are executed and that 
Black Thunder will pay all reasonable fees and out-of-pocket 
expenses of GECC in connection with the lease 
arrangements, other than the fee payable by GECC to United 
States Leasing International, Inc. (USL!) of 1 5/8% of the 
equipment cost for equipment placed under the lease and 
the first $100,000 of legal fees and disbursements of 
special counsel to GECC. 1&M proposes to enter into a letter 
agreement with USLI by which USLI will agree to reimburse 
Biack Thunder for fees and out-of-pocket expenses paid by it 
in connection with the lease arrangements at the rate of 
$65,000 for each $17,500,000 of equipment cost placed 
under the lease and that, if at least $70,000,000 in cost of 
equipment is purchased and placed under the lease and 
Black Thunder shall have paid fees and out-of-pocket ex- 
penses in excess of $260,000 (excluding the fees and dis- 
bursements of counsel of Black Thunder and expenses of 
obtaining regulatory approval), it will reimburse Black 
Thunder for amounts paid on account of such fees and out- 
of-pocket expenses in excess of $260,000 but in no event 
more than an additional $140,000. if less than $17,500,- 
000 in cost of equipment is purchased by the Trustee and 
leased to Black Thunder, Black Thunder will pay to USLI a 
fee of $50,000. 


Black Thunder also contemplates that it will, subsequent to 
its acquisition of the Carbon County mines, in addition to the 
transactions contemplated by the lease, sell to and lease- 
back from an unaffiliated concern certain of the equipment 
currently owned by 1&M and Franklin which constitutes part 
of the Carbon County mines. 


It is proposed that Black Thunder's obligation to pay rent 
and all of its other obligations under the lease be guaranteed 
by AEP. A lease guarantee will provide for notice to AEP of 
the specific default which is the basis for any demand upon 
AEP for performance under the lease guarantee and 10 days 
after such notice before such performance shall be required. 


It is stated that 1&M and Ohio each propose to make cash 
capital contributions to Black Thunder in an aggregate 
amount not in excess of $20,000,000, on or before 
December 31, 1982 to enable Black Thunder to continue 
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the development of the Carbon County mines and acquire 
additional coal leases, coal reserves, and coal mining and 
processing equipment. 


It is stated that the proposed transactions are necessary to 
assure Ohio and !&M of substantial quantities of low sulfur 
coal for consumption in their coal fired steam electric 
generating stations. They estimate that the development of 
the Carbon County mines in an annual rate of production of 
6,500,000 tons per year by 1982 and the acquisition by 
Black Thunder of additional coal leases, reserves, mining and 
processing equipment through 1982 will require in- 
vestments aggregating $156,000,000, including $10,000.- 
000 already expended for purchase of equipment and $24.,- 
000,000 already expended for development and other costs. 


AEP, |&M, Ohio and Black Thunder claim exemption from 
the competitive bidding requirements of Rule 50 by reason 
of paragraph (a)(3) thereof, or request an exemption pur- 
suant to paragraph (a)(5)(A) thereof, as to those proposed 
transactions as involve the issuance of securities. It is also 
requested that, to the extent that the coal purchase agree- 
ment is subject to the requirements of Rule 89, it be ex- 
empted therefrom pursuant to Rule 100(a). 


In addition to the fees, commissions and expenses to be in- 
curred under the lease, further fees, commission and ex- 
penses will be filed by amendment. It is stated that Black 
Thunder will seek approval of the United States Department 
of the Interior (‘Interior’) to hold federal coal leases, and 
that the transfer from Franklin to Black Thunder of the 
federal coal leases included in the Carbon County mines will 
require the approval of Interior. The transfer from Franklin to 
Black Thunder of the Utah coal !eases and the Carbon Coun- 
ty, Utah coal leases will require, respectively, the approval of 
the Utah State Land Board and the Board of Commissioners 
of Carbon County, Utah. It is stated that no other state or 
local commission and no other federal commission, other 
than this Commission, has jurisdiction over the proposed 
transactions. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than July 13, 1976, request in writing and a 
hearing be held on such matter, stating the nature of his in- 
terest, the reasons for such request, and the issues of fact or 
law raised by said application-declaration which he desires 
to controvert, or he may request that he be notified if the 
Commission should order a hearing thereon. Any such re- 
quest should be addressed: Secretary, Securities and Ex- 
change Commission, Washington, D.C. 20549. A copy of 
such request should be served personally or by mail upon 
the applicants-declarants at the above stated addresses, and 
proof of service (by affidavit or, in case of an attorney at law, 
by certificate) should be filed with the request. At any time 
after said date, the application-declaration, as amended or 
as it may be further amended, may be granted and permitted 
to become effective as provided in Rule 23 of the General 
Rules and Regulations promulgated under the Act, or the 
Commission may grant exemption from such rules as provid- 
ed in Rules 20(a) and 100 thereof or take such other action 
as it may deem appropriate. Persons who request a hearing 
or advice as to whether a hearing is ordered will receive any 
notices and orders issued in this matter, including the date 
of the hearing (if ordered) and any postponements thereof. 


For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 
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George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19582/June 18, 1976 


In the Matter of 


OHIO ELECTRIC COMPANY 

C/O AMERICAN ELECTRIC POWER SERVICE 
CORPORATION 

2 Broadway 

New York, New York 10004 


(70-5846) 


NOTICE OF PROPOSED ISSUANCE AND SALE OF FIRST 
MORTGAGE BONDS TO INSTITUTIONAL INVESTORS; 
REQUEST FOR EXCEPTION FROM COMPETITIVE 
BIDDING 


NOTICE IS HEREBY GIVEN that Ohio Electric Company 
(“Ohio Electric’), an electric generating subsidiary company 
of Ohio Power Company (‘Ohio’), an elecrtic utility sub- 
sidiary company of American Electric Power Company, Inc., 
a registered holding company, has filed an application- 
declaration and an amendment thereto with this Commis- 
sion pursuant to the Public Utility Holding Company Act of 
1935 ("Act’’) designating Sections 6(b) and 12(c) of the act 
and Rules 42(b)(2) and 50(a)(5) promulgated thereunder as 
applicable to the proposed transaction. All interested per- 
sons are referred to the application-declaration, which is 
summarized below, for a complete statement of the proposed 
transaction. 


Ohio Electric was organized under the laws of the State of 
Ohio on January 31, 1972 in order to acquire, complete and 
operate the General James M. Gavin Plant (“Gavin Plant”), a 
fossil-fired steam electric generating station situated in Ohio 
along the Ohio River near Cheshire, Ohio. By order issued 
March 21, 1972 (HCAR No. 17504), the Commission ap- 
proved the acquisition from Ohio. The Gavin Plant, which 
has been completed, consists of two nominally rated 1,300,- 
000 kilowatt generating units. The first was placed in com- 
mercial operation on October 20, 1974; the second on July 
6, 1975. 


To finance the purchase from Ohio and to complete con- 
struction, Ohio Electric issued and has outstanding as of 
December 31, 1975, the following securities: 

Long Term Debt 


First Mortgage Bonds $ 75.000 11.1 





Notes Payable to Banks 300,000 444 
Unamortized Debt Discount (632) (.1) 
Total 374,368 55.4 


Common Stock Equity 
Total Capitalization 


301,166 446 
$675,534 100.00 








All of the common stock is held by Ohio. The $75,000,000 


principal amount bonds, an 11% Series due 1983, were 
authorized by Commission order of July 30, 1975 (HCAR 
No. 19101). They were sold at competitive bidding and 
were issued pursuant to a mortgage and deed of trust, dated 
as of August 1, 1975 to Chase Manhattan Bank, N.A., as 
Trustee. The bank notes were issued to 17 banks through 
1974 under a Bank Loan Agreement. They mature by their 
terms on May 31, 1979 and bear interest at the rate equal 
to the prime commercial loan rate of Manufacturers Hanover 
Trust Company in effect from time-to-time, plus one-half of 
one percent. 


Ohio Electric proposes to issue and sell up to $100,000,000 
principal amount of First Mortgage Bonds, to be issued in 


_one or more series, the terms of which will be determined by 


negotiation. Such Bonds, if issued in more than one series, 
may include a first series to mature on a date to be deter- 
mined but ranging between the 8th and 10th anniversary of 
the initial issue of Bonds of such series; if a second series is 
created, the Bonds of such series would mature on a date to 
be determined but ranging between the 12th and the 15th 
anniversary of the date of initial issue of Bonds of such 
series; and if a third series is created, the Bonds of such 
series would mature on a date to be determined but ranging 
between the 20th and the 25th anniversary of the date of in- 
itial issue of Bonds of such series. The terms of the Bonds 
will preclude Ohio Electric from redeeming any such Bonds 
during a period of 5 years subsequent to the date of the in- 
itial issue of such Bonds in 1976, if such redemption is for 
the purpose of refunding such Bonds at a lower annual in- 
terest cost. Ohio Electric states that the Bonds may have 
sinking fund provisions (except, possibly, for Bonds of a 
relatively short maturity) which will require the periodic 
application by Ohio Electric of cash to the redemption of 
such Bonds at a sinking fund redemption price. The Bonds 
will be issued under and secured by the Mortgage, and a 
new Indenture Supplemental thereto which will be dated as 
of the first day of the month in which the Bonds are to be 
issued. The proceeds realized from the sale of the Bonds will 
be used to retire a portion of the notes issued under the 
Bank Loan Agreement. 


It is stated that since the notes issued by Ohio Electric under 
the Bank Loan Agreement will not mature by their terms will 
May 31, 1979, Ohio Electric is under no present necessity to 
refinance all or any substantial portion of the notes. It is 
further stated that although Ohio Electric has not ap- 
proached any financial institution, it is apparent to Ohio 
Electric that funds for investment in debt securities such as 
the Bonds are currently available from certain life insurance 
companies and other financial institutions. Ohio Electric has 
received from one such insitiutional investor an indication 
that the institution may have funds in a substantial amount 
available for investment in debt securities of a utility such as 
Ohio Electric. Ohio Electric believes that if funds from such 
sources are in fact available to Ohio Electric on favorable 
terms in 1976, it would be desirable for Ohio Electric to 
utilize such sources of capital for the refunding in 1976, it 
would be desirable for Ohio Electric to utilize such sources of 
capital for the refunding in 1976 of up to $100,000,000 
principal amount of its outstanding notes through the 
issuance and sale of a like principal amount of the Bonds. 
Such a step, it is stated, would minimize the amount to be 
refunded at or prior to maturity in 1979 at interest rate 
levels then prevailing. Ohio Electric requests an exemption 
from the competitive bidding requirements of Rule 50 under 
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the Act and authorization to issue and sell the Bonds to in- 
stitutional investors. Ohio Electric proposes, if the authoriza- 
tion herein requested is granted, to request the assistance of 
Blyth Eastman Dillon & Co. Incorporated and possibly one or 
more other investment banking firms, in identifying potential 
institutional purchasers of the Bonds and with respect to the 
terms required to effect sales of such Bonds to such 
purchasers. The terms of the negotiated sale of the bonds, 
including the interest rate, will be subject to authorization by 
the Commission. 


Fees and expenses to be incurred in connection with the 
proposed transaction, including any compensation to be 
paid to investment banking firms, will be supplied by amend- 
ment. It is stated that the proposed issuance and sale of the 
Bonds is subject to the jurisdiction of the Public Utilities 
Commission of Ohio and that no other state commission and 
no federal commission, other than this Commission, has 
jurisdiction over the proposed transaction. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than July 13, 1976, request in writing that a 
hearing be held on such matter, stating the nature of his in- 
terest, the reasons for such request, and the issues of fact or 
law raised by said application-declaration which he desires 
to controvert; or he may request that he be notified if the 
Commission should order a hearing thereon. Any such re- 
quest should be addressed: Secretary, Securities and Ex- 
change Commission, Washington, D.C. 20549. A copy of 
such request should be served personally or by mail upon 
the applicant-declarant at the above-stated address, and 
proof of service (by affidavit or, in case of an attorney at law, 
by certificate) should be filed with the request. At any time 
after said date, the application-declaration, as amended or 
as it may be further amended, may be granted and permitted 
to become effective as provided in Rule 23 of the General 
Rules and Regulations promulgated under the Act, or the 
Commission may grant exemption from such rules as provid- 
ed in Rules 20(a) and 100 thereof or take such other action 
as it may deem appropriate. Persons who request a hearing 
or advice as to whether a hearing is ordered will receive any 
notices and orders issued in this matter, including the date 
of the hearing (if ordered) and any postponements thereof. 


For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19583/June 18, 1976 


In the Matter of 


GECRGIA POWER COMPANY 
Atlanta, Georgia 


(70-5864) 
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ORDER AUTHORIZING ISSUE AND SALE OF FIRST 
MORTGAGE BONDS AND PREFERRED STOCK AT 
COMPETITIVE BIDDING 


Georgia Power Company (“Georgia”), an electric utility sub- 
sidiary company of The Southern Company (Southern’’), a 
registered holding company, has filed an application with 
this Commission pursuant to Section 6(b) of the Public Utili- 
ty Holding Company Act of 1935 (‘Act’) and Rule 50 
promulgated thereunder as applicable to the following 
proposed transactions. 


Georgia proposes to issue and sell, subject to the com- 
petitive bidding requirements of Rule 50 under the Act, up 
to $50,000,000 principal amount of its First Mortgage 
Bonds,—% Series. The proposed series of bonds will bear a 
maturity date within the range of 5 to 30 years, such maturi- 
ty date will be determined by Georgia after the date of public 
invitation for proposals. The interest rate and the price, ex- 
clusive of accrued interest, to be paid to Georgia (which will 
be not less than 98% nor more than 102-3/4% of the prin- 
cipal amount thereof) will be determined by the competitive 
bidding. The bonds will be issued under an Indenture, dated 
as of March 1, 1941, between Georgia and Chemical Bank, 
as Trustee, as heretofore supplemented and as to be further 
supplemented by a Supplemental Indenture to be dated as 
of July 1, 1976, which includes a prohibition until July 1, 
1981, against refunding the bonds with or in anticipation of 
the proceeds from borrowings at a lower effective interest 
cost. 


Georgia further proposes to issue up to 2,000,000 shares of 
Class A Preferred Stock and to sell, at competitive bidding, 
such securities for the best price obtainable but for a price to 
Georgia of not less than $25. per share nor more than 
$25.50 per share, which shall also be the public offering 
price of such shares. In addition, Georgia proposes to pay 
the purchasers of the preferred stock compensation for their 
services in purchasing and making a public offering of such 
shares. The terms of the Class A Preferred Stock will be es- 
tablished by amendment to the Charter of Georgia which 
will include a prohibition against redeeming said stock prior 
to July 1, 1981, if such redemption is for the purpose or in 
anticipation of refunding the stock with funds obtained ata 
lower cost of money. Georgia also proposes to make provi- 
sion for a cumulative sinking fund for the benefit of the Class 
A Preferred Stock which would retire not more than 5% an- 
nually of the number of shares initially issued, commencing 
five years after the sale, with the noncumulative option on 
any sinking fund date, commencing five years or later after 
the sale, of redeeming an additional like number of shares. 


Georgia will apply the proceeds from the sale of the bonds 
and preferred stock, together with (1) cash contributions to 
capital of $50,900,000 by Southern during 1976 (File No. 
70-5797), (2) the proceeds from the sales of certain proper- 
ties to Oglethorpe Electric Membership Corporation and 
others, (3) funds provided «hrough the issuance of tax- 
exempt revenue bonds by public authorities for construction 
of certain pollution control facilities, (4) any excess cash on 
hand to finance in part its 1976 construction program 
(estimated at $436,611,000) and to pay notes payable in- 
curred for construction purposes. Georgia estimates that it 
will not be necessary to sell any additional securities in 
1976 for construction purposes except for the issuance and 
sale of short-term notes to banks. Georgia estimates that no 
notes payable will be outstanding at December 31, 1976. 
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It is stated that Georgia Public Service Commission has 
authorized the issuance and sale of the bonds and preferred 
stock by Georgia. It is further stated that no other State 
commission and no Federal commission, other than this 
Commission, has jurisdiction over the proposed transactions. 


The fees and expenses to be incurred in connection with the 
issuance and sale of the Bonds are estimated at $131,000, 
including legal fees of $35,000 and is to be paid by the 
successful bidders. The fees and expenses to be incurred in 
connection with the issuance and sale of the Preferred Stock 
are estimated at $120,000, including legal fees of $27,000 
and accounting fees of $5,900. The fee of counsel for the 
purchasers of the 'Preferred Stock is estimated at $10,000 
and will be paid by the successful bidders. 


Due notice of the filing of said application has been given in 
the manner prescribed in Rule 23 promulgated under the 
Act (HCAR No. 19543), and no hearing has been requested 
of or ordered by the Commission. Upon the basis of the facts 
in the record, it is hereby found that the applicable standards 
of the Act and the rules thereunder are satisfied and that no 
adverse findings are necessary; and that it is appropriate in 
the public interest and in the interest of investors and con- 
sumers that said application, as amended, be granted: 


IT 1S ORDERED, pursuant to the applicable provisions of the 
Act and rules thereunder, that said application, as amended, 
be, and it hereby is, granted effective forthwith, subject to 
the terms and conditions prescribed in Rule 24 promulgated 
under the Act. 


For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19584/June 21, 1976 


In the Matter of 


MONONGAHELA POWER COMPANY 
Fairmont, West Virginia 26554 


OHIO POWER COMPANY 
Canton, Ohio 44702 


WEST PENN POWER COMPANY 
Greensburg, Pennsylvania 15601 


WHEELING ELECTRIC COMPANY 
Wheeling, West Virgina 26003 


(70-5716) 


ORDER AUTHORIZING PROPOSED SALE OF UTILITY 
ASSETS BETWEEN SUBSIDIARIES OF HOLDING 
COMPANY SYSTEMS AND BETWEEN SUBSIDIARY 
COMPANIES OF ONE HOLDING COMPANY 


Ohio Power Company (‘Ohio Power”) and Wheeling Electric 
Company (“Wheeling”), electric utility subsidiary companies 
of American Electric Power Company, Inc. (“AEP”), a 
registered holding company, and Monongahela Power Com- 
pany (“Monongahela”) and West Penn Power Compdny 
(“West Penn’), electric utility subsidiary companies of 
Allegheny Power System, Inc. (“APS”), a registered holding 
company, have filed an application-declaration and 
amendments thereto with this Commission pursuant to Sec- 
tions 9, 10 and 12(d) of the Public Utility Holding Company 
Act of 1935 (Act’’) and Rule 44 promulgated thereunder 
regarding the following proposed transactions. 


The proposed transactions generally involve the exchange 
by purchase and sale of certain facilities among the 
applicants-declarants. It is stated that the transactions are 
proposed in order to equalize ownership of and respon- 
sibilities for interconnection facilities between the parties. It 
is specifically proposed that the following transactions be 
deemed to have occurred as of September 1, 1975 (the 
“closing date’’). 


Monongahela owns a substation near Weirton, West 
Virginia (“Weirton substation”) which contains some equip- 
ment owned by Ohio Power. It is proposed that Ohio Power 
sell Monongahela this equipment for a price equal to the 
depreciated book value of the equipment on the closing 
date, which amount is estimated to be $135,000 as of that 
date. It is stated that this sale is proposed in order that 
Monongahela may subsequently upgrade the Weirton sub- 
station facilities. 


It is also proposed that (1) West Penn transfer and sell to 
Ohio Power certain equipment at the Kammer substation 
and that (2) West Penn transfer and sell to Wheeling a por- 
tion of the Fort Martin-Kammer 500 KV line, located in 
West Virginia, for its depreciated book value as of the clos- 
ing date. West Penn proposes to transfer such portion of this 
line as will equal the depreciated book value of the Weirton 
substation equipment sold by Ohio Power to Monongahela 
plus $35,933, less the depreciated book value of the equip- 
ment sold by West Penn to Ohio Power. 


It is further proposed that Monongahela transfer and sell to 
West Penn a portion of the Wylie Ridge—Cabot 500 KV line 
located in West Virginia for its depreciated book value as of 
the closing date. Monongahela proposes to transfer such 
portion of this line as will equal the depreciated book value 
of the Weirton substation equipment sold by Ohio Power to 
Monongahela plus $35,933. 


It is stated that the lines being sold and transferred will con- 
tinue to be used for their present purpose after the consum- 
mation of the proposed transactions. The sales of the lines 
are proposed in order to equalize ownership of and respon- 
sibility for interconnection facilities between the AEP and 
APS systems. The amount of $35,933 is equal to espen- 
ditures previously made by APS in providing interconnection 
facilities on behalf of AEP. 


The West Virginia Public Service Commission has authorized 
various aspects of the proposed transactions. No other state 
commission and no federal commission, other than this 
Commission, has jurisdiction over the proposed transactions. 


Due notice of the filing of said application-declaration has 
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been given in the manner prescribed in Rule 23 promulgated 
under the Act (HCAR No. 19116), and no hearing has been 
requested of or ordered by the Commission. Upon the basis 
of the facts in the record, it is hereby found that the 
applicable standards of the Act and the rules thereunder are 
satisfied and that no adverse findings are necessary; and 
that it is appropriate in the public interest and in the interest 
of investors and consumers that said application- 
declaration, as amended, be granted and permitted to 
become effective: 


IT 1S ORDERED, pursuant to the applicable provisions of the 
Act and rules thereunder, that said application-declaration, 
as amended, be granted and permitted to become effective 
forthwith, subject to the terms and conditions prescribed in 
Rule 24 promulgated under the Act. 


For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19585/June 21, 1976 


In the Matter of 


INDIANA & MICHIGAN POWER COMPANY 
Bridgman, Michigan 49106 


(70-5853) 


ORDER AUTHORIZING ESTENSION OF. MATURITY OF 
NOTES UNDER AMENDED BANK LOAN AGREEMENT 


Indiana & Michigan Power Company ("I&MP"), an electric 
generating subsidiary company of Indiana & Michigan Elec- 
tric Company ("l&M”"), a registered holding company, 
has filed a declaration and an amendment thereto with this 
Commission pursuant to Section 6(a) and 7 of the Public 
Utility Holding Company Act of 1935 (“Act”) regarding the 
following proposed transaction. 


1&MP was organized under the laws of the State of 
Michigan on April 20, 1971 for the purposes of acquiring, 
completing the construction of, and operating, the Donald C. 
Cook Nuclear Plant (‘Cook Plant’), a nuclear fueled steam 
electric generating station situated in Michigan along the 
shore of Lake Michigan near Bridgman Michigan. The Cook 
Plant is to consist of two nominally rated 1,100,000 
kilowatt generating units, the first of which was placed in 
commercial operation on August 23, 1975 and the second 
of which is scheduled to be placed in commercial operation 
in 1978 or later. It is estimated that the total construction 
costs of the Cook Plant will equal at least $980,000,000. 
Construction costs aggregating $791,400,000 have been 
incurred through December 31, 1975; and it is estimated 
that additional construction costs aggregating $77,000,000 
will be incurred in 1976. 
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By order issued May 20, 1971 (HCAR No. 17135), the 
Commission authorized !&MP in consideration of the 
issuance by l&MP to acquire the Cook plant from !&M in 
consideration of the issuance by IM&P to |&M of 1,500,000 
shares of its common stock, par value $1.00 per share, and 
$130,000,000 aggregate principal amount of ten year un- 
secured promissory notes. By orders issued August 23, 
1971 and September 12, 1972 (HCAR Nos. 17247 and 
17694), the Commission also authorized |&MP to issue its 
unsecured promissory notes from time to time to seventeen 
banks under a Bank Loan Agreement in an aggregate prin- 
cipal amount up to $300,000;000 and, in connection 
therewith, authorized 1&MP and 1&M to enter into and to 
perform a Capital Funds Agreement and a Power Agree- 
ment. On September 23, 1971, |&M transferred the Cook 
Plant to I&MP in consideration of the issuance and delivery 
by I&MP to I&M of the securities which the Commission 
authorized 1&MP to issue, and thereafter |[&MP effected 
borrowings under the Bank Loan Agreement until it com- 
pleted in 1974 the borrowing of the $300,000,000 
thereunder. The notes issued under the Bank Loan Agree- 
ment mature by their terms on September 30, 1977 and 
bear interest at a rate equal to one-half of one percent plus 
the prime commercial loan rate of Manufacturers Hanover 
Trust Company from time to time in effect. |&M now 
proposes to amend the Bank Loan Agreement to extend the 
scheduled maturity date of the notes issued thereunder from 
September 30, 1977 to September 30, 1980. it is stated 
that when the Bank Loan Agreement was originally ex- 
ecuted, it was contemplated that the two generating units of 
the Cook Plant would be placed in service prior to the 
scheduled maturity of the notes. As the second unit will not 
be placed into service earlier than 1978, |&MP has re- 
quested the instant authorization so as to avoid having to 
refinance the notes prior to completion of that unit. In addi- 
tion to extending the scheduled maturity date of the notes, 
the proposed amendment provides a procedure whereby 
each bank holding notes under the Bank Loan Agreement 
will make appropriate notation on its records of such extend- 
ed maturity date and will agree not to sell or transfer any 
note issued to it without making a notation on such note of 
the extended maturity date. The amendment also requires 
1&MP, in the event that during the period between 
September 30, 1977 and September 30, 1980 it effects the 
prepayment of notes from the proceeds of a borrowing from 
banking institutions at a lower rate than the rate applicable 
to the notes under the Bank Loan Agreement, to pay the 
holders of the notes a premium of one-quarter of one per- 
cent per annum from the date of such prepayment to 
September 30, 1980. 


As of June 16, 1976 |&MP and each of the banks holding 
notes under the Bank Loan Agreement had executed the 
amendment. It is proposed that the amendment will become 
effective as to the parties thereto upon issuance by the Com- 
mission of the instant order. 


The fees and expenses to be incurred by |&MP in connection 
with the proposed transaction are estimated at $30,000, in- 
cluding legal fees of $25,700. $10,000 of this latter amount 
is for legal fees of special counsel for the banks, payable by 
1&MP pursuant to the Bank Loan Agreement. No state com- 
mission and no federal commission, other than this Commis- 
sion, has jurisdiction over the proposed transaction. 


Due notice of the filing of said declaration has been given in 
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the manner prescribed in Rule 23 promulgated under the 
Act (HCAR No. 19537), and no hearing has been requested 
of or ordered by the Commission. Upon the basis of the facts 
in the record, it is hereby found that the applicable standards 
of the Act and the rules thereunder are satisfied and that no 
adverse findings are necessary; and that it is appropriate in 
the public interest and in the interest of investors and con- 
sumers that said declaration, as amended, be permitted to 
become effective: 


IT 1S ORDERED, pursuant to the applicable provisions of the 
Act and rules thereunder, that said declaration, as amended, 
be, and it hereby is, permitted to become effective forthwith, 
subject to the terms and conditions prescribed in Rule 24 
promulgated under the Act. 


For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19586/June 21, 1976 
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PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19587/June 21, 1976 


In the Matter of 


THE YOUGHIOGENY AND OHIO COAL COMPANY 
Cleveland, Ohio 


RAVENCLIFFS DEVELOPMENT COMPANY 
Revencliff, West Virginia 


(31-756) 
ORDER GRANTING EXEMPTION UNDER SECTION 3 


The Youghiogeny and Ohio Coal Company (“Y&O"), a 
holding company, and its subsidiary holding company, 
Ravencliffs Development Company (“RDC”), have filed an 
application with this Commission on behalf of themselves 
and each of their subsidiaries as such under Section 3(a)(3) 
of the Public Utility Holding Company Act of 1935 (‘Act’). 


Y&O, an Ohio corporation, is principaily engaged in the 
business of mining and preparing bituminous steam coal 


produced from underground mines in southeastern Ohio and 
selling this coal to electric utility and industrial companies. 
Based on industry statistics, Y&O believes that in 1974 its 
production ranked it as the 44th largest coal producer in the 
United States and as the 34th largest independent producer 
In 1975, a total of 2,172,915 tons of coal were produced by 
Y&O; approximately 81% of this production was marketed 
pursuant to contracts with five utility customers and one in- 
dustrial customer; the balance was sold in the “spot 
market.” Net sales for Y&O and for a wholly-owned nonutili- 
ty subsidiary were $59,136,675 in 1975, and net income 
for the same period was $8,026,997. 


Y&O owns 55% of the outstanding common stock of RDC, a 
West Virginia corporation, whose only business is the ex- 
ploration for and the production and sale of natural gas for 
resale. The bulk of RDC’s production is sold to Columbia Gas 
Transmission Corporation. The remainder is sold to a wholly- 
owned subsidiary, Ravencliff Fuel and Supply Company 
(“RFS”), also a West Virginia corporation, which distributes 
the gas at retail in three towns in West Virginia. It also 
supplies water to the same towns. During 1975, RFS had 
gross retail gas sales of $40,129, and net income of $279. 
At December 31, 1975, RFS had total assets of $12,517. 
For the same period, RDC’s net sales were $348,867, and 
its net income was $118,750. 


RFS is a public utility company, as defined by the Act, and 
RDC and Y&O are, directly or indirectly, holding companies. 
It is stated that the retail gas operations of RFS resulted 
from efforts by The Wyoming Pocahontas Coal and Coke 
Company ("WPC&C”), the predecessor in interest of certain 
West Virginia coal properties acquired by Y&O in 1965, to 
develop a market for gas produced from properties acquired 
solely for their coal resources. RDC was organized in 1924 
by WPC&C for this purpose. RDC limited itself to a 
wholesale gas operation, notwithstanding the presence of a 
potential retail market for the gas. In 1926, however, in 
order to supply gas at retail to employees of mining com- 
panies it was supplying, RDC organized RFS as a wholly- 
owned subsidiary. It is stated that, throughout its existence, 
WPC&C’s principal business was developing coal resources, 
and that all gas operations were merely incidental, in that 
they were limited to making use of gas rights acquired as an 
incident to the acquisition of the right to extract coal. 


Y&O acquired all of the assets of WPC&C, including the 
stock of RDC, in 1965. Since that time, Y&O has treated the 
West Virginia properties in much the same way as WPC&C, 
with RDC continuing to explore for gas to supply wholesale 
customers. It is further stated that the operations of RFS 
have remained essentially unchanged, and that the company 
has operated unprofitably or with a marginal profit since 
1965. Attempts by Y&O to dispose of RFS have not been 
successful. 


The applicants are not now and have not been since April 7, 
1965, the kind of companies intended to be regulated by the 
Act, but instead are, and have been, essentially of the type 
intended for exemption pursuant to 3(a)(3). The grant of 
such exemption would have been appropriate at any time 
since that date, and would not have been detrimental to the 
public interest or the interest of investors or consumers. The 
failure of applicants to apply previously for an exemption 
appears to have been inadvertent, owing to the in- 
significance of RFS’ operations. There is no indication that 
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applicants have engaged in transactions of the type which 
would be inconsistent with the grant of such an exemption. 


Due notice of the filing of said application has been given 
(HCAR No. 19494), and no hearing has been requested of or 
ordered by the Commission. Upon the basis of the entire 
record, it is hereby: found that each applicant is, and has 
been at all times since April 7, 1965, only incidentally a 
holding company, being primarily engaged in nonutility 
businesses, and that neither has derived nor now derives 
directly or indirectly, a material part of its income from RFS’ 
gas utility operations. It is further found that granting of the 
exemption applied for will not be detrimental to the public 
interest or the interest of investors or consumers. 


IT 1S ORDERED, accordingly, that Y&O and RDC and each 
of their subsidiaries as such be, and they hereby are, ex- 
empted from all provisions of the Act, but not Section 
9(a)(2), which’ would otherwise apply because RFS, a gas 
utility company, is directly or indirectly a subsidiary of Y&O 
and RDC. The exemption herein granted does not extend to 
Y&O and RDC as holding companies with respect to any 
other public utility company that may in the future become a 
subsidiary of Y&O or RDC. 


For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19588/June 22, 1976 


In the Matter of 


PENNSYLVANIA ELECTRIC COMPANY 
Johnstown, Pennsylvania 


(70-5829) 


ORDER AUTHORIZING PROPOSED TRANSACTIONS 
RELATED TO FINANCING CONSTRUCTION OF 
POLLUTION CONTROL FACILITIES AND GRANTING 
EXCEPTION FROM COMPETITIVE BIDDING 


Pennsylvania Electric Company ("Penelec’’), an electric utili- 
ty subsidiary of General Public Utilities Corporation, a 
registered holding company, has filed an application- 
declaration and amendments thereto with this Commission 
pursuant to Sections 6(b), 9(a), 10 and 12(d) fo the Public 
Utility Holding Company Act of 1935 (“Act’’) and Rules 
44(b)(3) and 50 promulgated thereunder regarding the 
following proposed transactions. 


Penelec states that applicable environmental regulations 
make necessary the construction of certain pollution control 
facilities (“Facilities”) at the Homer City generating station, 
located in Indiana County, Pennsylvania. The Facilities will 
be owned by Penelec and New York State Electric & Gas 
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Corporation (‘NYSE&G”) as non-affiliated, co-equal tenants 
in common, just as the Homer City generating station itself 
is now owned by Penelec and NYSE&G. It is presently es- 
timated that the aggregate cost of the Facilities will be about 
$24,000,000 (excluding allowance for funds used during 
construction), approximately half of which is Penelec’s 
share. Construction of the Facilities has already begun and 
at April 30,.1976, approximately $8,500,000 had been ex- 
pended for such construction, $4,250,000 of which was ex- 
pended by Penelec. It is stated that Penelec and NYSE&G 
intend to recover these expenditures and to defray future 
construction costs by entering into a Pollution Control 
Facilities Agreement (“Agreement”) with the Indiana County 
Industrial Development Authority (the Authority’), a public 
instrumentality organized under the Pennsylvania Industrial 
and Commercial Development Law. 


Under the proposed Agreement, the Authority will finance 
the acquisition and construction of Penelec’s undivided 50% 
interest in the Facilities by offering to the public up to 
$12,000,000 aggregate principal amount of its tax-exempt 
Pollution Control Revenue Bonds ("Authority Bonds’’). The 
Authority Bonds will be issued under a trust indenture 
(“Indenture’’) between the Authority and a corporate trustee 
to be approved by Penelec. The interest rate, maturity date, 
and other terms of the Authority Bonds, which will be 
marketed through an underwriters’ group represented by 
Bache Halsey Stuart, Inc., have yet to be determined but will 
be subject to Penelec’s approval. 


It is stated that the. credit of the Authority will not be pledged 
to the payment of principal and interest on the Authority 
Bonds issued in respect of Penelec’s proportionate share of 
the Facilities; the principle and interest thereon will be 
payable solely from payments made by Penelec on the first 
mortgage bonds (‘’Penelec Bonds’) it proposes to deliver to 
the Authority in satisfaction of its obligation to pay its share 
of the purchase price of the Facilities. The Penelec Bonds, 
the aggregate principle amount of which will not exceed 
$12,000,000, will be issued under Penelec’s Mortgage and 
Deed of Trust to Bankers Trust Company, Trustee, dated 
January 1, 1942, as previously amended and supplemented 
by various supplemental indentures and as to be further 
amended and supplemented by a supplemental indenture 
creating the Penelec Bonds. It is further stated that the in- 
terest rate, maturity date, and redemption or prepayment 
provisions of the Penelec Bonds will correspond to the in- 
terest rate, maturity date, and redemption or prepayment 
provisions of the Authority Bonds issued in respect to 
Penelec’s share of the Facilities. 


The proceeds realized from the sale of the Authority Bonds 
issued with respect to Penelec will be placed in a construc- 
tion fund administered by the Indenture Trustee and will 
thereafter be disbursed to Penelec to reimburse it for costs 
previously incurred in constructing the Facilities and to pay 
future construction costs as they are incurred. 


The proposed Agreement further provides that upon 
issuance and delivery of the Authority Bonds, Penelec will 
transfer to the Authority, subject to the lien of its first 
mortgage bond indenture, its undivided 50% interest in the 
existing portions of the Facilities. In consideration of delivery 
of the Penelec Bonds to the Authority, the undivided 50% in- 
terest in the Facilities will be reconveyed to Penelec from 
time to time as portions thereof are completed. 
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Penelec requests that the issuance of the Penelec Bonds be 
excepted from the competitive bidding requirements of Rule 
50 pursuant to a finding by this Commission that com- 
petitive bidding thereon would be inappropriate to the 
proposed transaction. Penelec anticipates that the interest 
rate on the tax-exempt Authority Bonds and, in turn, on the 
Penelec Bonds will be substantially less than the interest 
rate on funded indebtedness that Penelec would otherwise 
sell to investors to finance its share of the Facilities. 


The Pennsylvania Public Utility Commission has authorized 
the proposed transactions. No other state commission and 
no federal commission, other than this Commission, has 
jurisdiction over the proposed transactions. The fees and ex- 
penses to be incurred by Penelec in connection with the 
proposed transactions are estimated to be: about $104,000, 
including legal fees of $30,000. 


Due notice of the filing of said application-declaration has 
been given in the manner prescribed in Rule 23 promulgated 
under the Act (HCAR No. 19477), and no hearing has been 
requested of or ordered by the Commission. Upon the basis 
of the facts in the record, it is hereby found that the 
applicable standards of the Act and the rules thereunder are 
satisfied and that no adverse findings are necessary; and 
that it is appropriate in the public interest and in the interest 
of investors and consumers that. said application- 
declaration, as amended, be granted and permitted to 
become effective subject to the reservation of jurisdiction 
ordered below. 


IT 1S ORDERED, pursuant to the applicable provisions of the 
Act and rules thereunder, that said application-declaration, 
as amended, be, and it hereby is, granted and permitted to 
become effective forthwith, subject to the terms and con- 
ditions prescribed in Rule 24 promulgated under the Act and 
subject to the reservation of jurisdiction herein contained. 


IT 1S FURTHER ORDERED that jurisdiction be, and it hereby 
is, reserved with respect to the terms of the Penelec Bonds 
insofar as those terms are affected by the terms of the 
Authority Bonds. 


For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19589/June 22, 1976 


In the Matter of 

GENERAL PUBLIC UTILITIES CORPORATION 
80 Pine Street 

New York, New York 10005 


(70-5874) 


NOTICE OF PROPOSED ACQUISITION BY HOLDING 
COMPANY OF INTEREST IN DEVELOPMENT AND SALES 
OF AUTOMATIC REMOTE METER READING SYSTEM BY 
A NON-AFFILIATED COMPANY 


NOTICE IS HEREBY GIVEN that General Public Utilities Cor- 
poration ("GPU"), a registered holding company, has filed an 
application with this Commission pursuant to the Public 
Utility Holding Company Act of 1935 (“Act’’) designating 
Sections 9(a)(1) and 10 of the Act as applicable to the 
proposed transaction. All interested persons are referred to 
the application, which is summarized below, for a complete 
statement of the proposed transaction. 


GPU states that it owns certain patent rights and other 
technology (“technology”) for an automatic remote meter 
reading system (“ARMR’”). In connection with the develop- 
ment of the ARMR technology, GPU has employed the ser- 
vices of American Science and Engineering, !nc. (“AS&E”). 
The technology is presently being employed on an ex- 
perimental basis under contracts among GPU, AS&E and 
utilities both affiliated and non-affiliated with GPU. As of 
April 30, 1976, GPU, states that its investment in the 
technology amounted to $2,043,000. 


GPU now proposes to sell the technology to AS&E for a 
consideration consisting of: (1) a down payment of 
$2,300,000 in cash plus (2) quarterly additional payments 
equal to the sum of (i) 2.75% of all receipts derived by AS&E 
from certain aspects of its use of the technology (excluding, 
however, receipts from a contract between AS&E and 
Jersey Central Power & Light Company ("Jersey Central”), a 
GPU subsidiary) and (ii) 33 1/3% of al! royalties derived by 
AS&E and its subsidiaries from any licenses in respect of 
certain patent rights. The down payment is to be credited 
against the quarterly payments. GPU is to pay AS&E 
$30,000 as a contribution toward the cost of tools, masks or 
duplicate copies thereof pertaining to the performance of a 
contract with Jersey Central. 


To the extent that GPU receives any payments from AS&E 
in respect of sales made by AS&E to any GPU subsidiary, an 
amount equal to such receipts will be contributed by GPU to 
such subsidiary. GPU will also make certain payments to in- 
dividuals from whom GPU acquired patent rights in an 
aggregate amount of $800,000 out of the cash down pay- 
ment received by GPU plus 33 1/3% of any quarterly ad- 
ditional payments in excess of $1,000,000 received by GPU 
from AS&E. 


It is stated that no state commission and no federal commis- 
sion, other than this Commission, has jurisdiction over the 
proposed transaction. Fees and expenses to be incurred in 
connection with the proposed transaction will be supplied by 
amendment. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than July 19, 1976, request in writing that a 
hearing be held on such matter, stating the nature of his in- 
terest, the reasons for such request, and the issues of fact or 
law raised by said application which he desires to con- 
trovert; or he may request that he be notified if the Commis- 
sion should order a hearing thereon. Any such request 
should be addressed: Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. A copy of such re- 
quest should be served personally or by mail upon the appili- 
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cant at the above-stated address, and proof of service (by af- 
fidavit or, in case of an attorney at law, by certificate) should 
be filed with the request. At any time after said date, the 
application, as filed or as it may be amended, may be 
granted as provided in Rule 23 of the General Rules and 
Regulations promulgated under the Act, or the Commission 
may grant exemption from such rules as provided in Rules 
20(a) and 100 thereof or take such other action as it may 
deem appropriate. Persons who request a hearing or advice 
as to whether a hearing is ordered will receive any notices 
and orders issued in this matter, including the date of the 
hearing (if ordered) and any postponements thereof. 


For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19590/June 24, 1976 


In the Matter of 


OHIO POWER COMPANY 
301 Cleveland Avenue, S. W. 
Canton, Ohio 44701 


(70-5873) 


NOTICE OF PROPOSED ASSIGNMENT OF PURCHASE 
RIGHTS TO AND BAREBOAT CHARTER OF COAL 
BARGES AND TOWBOATS 


NOTICE IS HEREBY GIVEN that Ohio Power Company 
(“Ohio”), an electric utility subsidiary company of American 
Electric Power Company, iInc., (“AEP”), a registered holding 
company, has filed an application-declaration and an 
amendment thereto with this Commission pursuant to 
applicable provisions of the Public Utility Holding Company 
Act of 1935 (‘Act regarding the sale of the purchase rights 
to and the bareboat charter of certain coal barges and tow- 
boats. Ohio requests approval of these transactions unless 
advised by the Commission that approval thereof under the 
Act is not required. All interested persons are referred to the 
application-declaration as amended, which is summarized 
below, for a complete statement of the proposed transac- 
tions. 


Ohio states that American Electric Power Service Corpora- 
tion (“AEP Service’), a service company subsidiary of AEP, 
entered into the following agreements, since designated to 
be for the the benefit of Ohio to the extent of the vessels to 
be delivered in 1976: (1) agreement dated July 15, 1974 
with Dravo Corporation ("Dravo”) for the construction of ten 
towboats and 119 1500 ton capacity coal barges ("jumbo 
barges’’) (collectively, “Dravo vessels’); (2) agreement dated 
October 7, 1975 with St. Louis Ship, Division of Pott In- 
dustries, Inc. (St. Louis Ship’) for the construction of 6 
towboats (St. Louis Ship vessels”); and (3) agreement 
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dated December 6, 1974 with American Bridge Division, 
United States Steel Corporation (“American Bridge’’) for the 
construction of 120 jumbo barges. Indiana & Michigan Elec- 
tric Company ("1&M"), a subsidiary electric utility company 
of AEP, entered into an agreement dated March 12, 1975, 
since assigned to Ohio, with Hillman Barge and Construction 
Company (“Hillman”) for the construction of 20 900 ton 
capacity coal barges (“standard barges’) (‘Hillman 
vessels’). The proposed transactions relates to vessels to be 
delivered in 1976—8 towboats, 152 jumbo barges and 20 
standard barges. The estimated cost of the vessels to be 
delivered in 1976 is $51,000,000, inciuding delivery ex- 
pense, construction interest and other capitalizable costs. 


It is proposed that under a Participation Agreement, Ohio, as 
designee of AEP Service and assignee of |&M, will assign to 
Unitedowner, Construction Contracts for the Dravo, St.the 
vessels in an amount not less than 20% nor more than 26% 
of the total cost of the vessels, including all overhead and in- 
direct costs. Louis Ship, American Bridge and Hillman 
vessels to be delivered in 1976. The purchase price to be 
paid Ohio for the Construction Cotracts will equal the cost of 
such vessels, $51,000,000. Pursuant to the Participation 
Agreement, Pittston will furnish the Shipowner with funds 
toward the purchase by the Shipowner of the vessels in an 
amount not less than 20% nor more than 26% of the total 
cost of the vessels, including all overhead and indirect costs. 
The balance of the purchase price will be obtained by the 
Shipowner by a borrowing through the issuance by the 
Shipowner, pursuant to a public offering by it, of United 
States Government Guaranteed Ship Financing Bonds, 
guaranteed pursuant to a United States Maritime Ad- 
ministration (‘Marad”) program for ship financing. 


Subject to the satisfaction of the terms and conditions of the 
Participation Agreement, the Shipowner and Ohio will enter 
into a net Bareboat Charter with respect to the vessels. The 
Bareboat Charter will be for an interim period from delivery 
through March 31, 1977 and for a base term of 20 years 
beginning April 1, 1977, with rights to renew for four 
successive five year periods. An application has been made 
to Marad by Ohio, the charterer, for a guarantee of the bonds 
to be issued by the Shipowner. In connection therewith and 
as a prerequisite thereof, the Shipowner will execute a 
Secretary's Note to Marad in the amount of the guarantee. 
The Secretary's Note will become due and payable only in 
the event Marad has to make a payment pursuant to its 
guarantee. The Shipowner, as security for the guarantee, 
and as security for the payment of the principal of, and the 
interest due or to become due on, the Secretary's Note in 
accordance with the term thereof, will, on the first closing 
date (there will be separate closing dates for each group of 
vessels ready for delivery) enter into a Security Agreement 
with Marad pursuant to which the Shipowner will assign to 
Marad, among other things, all of its interest in the assigned 
Construction Contracts, insofar as they relate to the vessels 
to be delivered in 1976, and all other contracts which relate 
to the construction of such vessels, and all property. in- 
cluding the applicable vessels, in which it has or will have an 
interest relating to such vessels pursuant to the Construction 
Contracts. 


It is stated that as further security to Marad, the Security 
Agreement provides that the Shipowner will execute and 
deliver on the first closing date a First Preferred Fleet 
Mortgage created under and pursuant to the Ship Mortgage 
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Act, 1920, as amended, to Marad covering the delivered 
vessels, and on each succeeding delivery date of vessels will 
execute and deliver a supplement to the mortgage in respect 
of such vessels. Also pursuant to the Security Agreement, 
the Shipowner will assign to Marad its interest in the 
Bareboat Charter with Ohio, and Ohio will consent to such 
assignment. Furthermore, the Security Agreement provides 
for deposit in escrow of a portion of the proceeds of the 
bonds. The contemplated transactions are contingent upon 
receipt of a commitment from Marad to guarantee the 
Bonds. One of the conditions of such guarantee is that, pur- 
suant to Section 2 of the Shipping Act, 1916, the 
Shipowner, Pittston and Ohio are, and will continue to be, 
citizens of the United States qualified to engage in 
coastwise trade. The contemplated transaction is further 
contingent upon receipt of not less than 74% to 80% of the 
funds required for the purchase of the vessels from the 
issuance of the bonds. The contemplated transaction is also 
contingent upon receipt by Pittston, prior to assignment of 
the Construction Contracts, of a favorable opinion of in- 
dependent tax counsel in lieu of a Ruling from the Internal 
Revenue Service and a satisfactory indemnity agreement 
from Ohio. 


Under the terms of the Bareboat Charter, the rental rate dur- 
ing the interim period from the actual delivery and accep- 
tance date through March 31, 1977, will be equal to the in- 
terest rate payable by the Shipowner on bonds issued by the 
Shipowner pursuant to a Marad guarantee during such in- 
terim period, less the net income from a Construction Fund, 
as set forth in a Depository Agreement and/or an Escrow 
Fund, as set forth in the Security Agreement. Such interim 
rent is to be paid on April 1, 1977. The rental rate for the 
20-year base charter term will depend upon several factors, 
including the average delivery date of the vessels, the 
percentage of the cost of the vessels obtained by the 
Shipowner from the sale of bonds and the interest rate of 
the bonds, and will be payable semi-annually in arrears com- 
mencing on October 1, 1977. Assuming that 76.40% to 
74.74% of the cost of the vessels is obtained from the sale 
of bonds and that the interest rate on such bonds is 9%, the 
rental rate and the resulting effective interest rate for the 
cost of money to Ohio would be as follows: 


Average Delivery Annual 
& Acceptance Date Rent Factor 


Effective Annual Cost 
of Money, including 





During 1976 % of Cost 2% Marad fee (%) 
July 8.530 12.1490 
August 8.500 12.0620 
September 8.472 11.9812 
October 8.444 11.9000 
November 8.418 11.8249 
December 8.390 11.7437 


The annual rent factor and the effective interest rate for cost 
of money would increase or decrease to the extent that the 
interest rate of the bonds is higher or lower than 9% or that 
the percentage of the cost of the vessels obtained through 
the sale of bonds is greater than 76.40% or less than 
74.74%. Ohio, as the charterer, will also pay, as supplemen- 
tal rent, all maintenance costs, insurance premiums, taxes 
(other than certain income taxes) and all other costs in con- 
nection with the operation of the vessels. 


It is proposed that at the end of the base charter term, Ohio 
will have rights to renew the Bareboat Charter for four 
successive five year periods as to any or all of the vessels at 
a rent equal to the fair market bareboat charter of such 
vessels at the time of such renewal, such rent to be paid 
semi-annually in arrears. At the end of the base charter term 
or any renewal term, Ohio will also have the right to 
purchase any or all of the vessels at the then current fair 
market sales value of such vessels at the time of purchase. 
In addition, Ohio will have the right at any time after the end 
of the seventh year of the base term to terminate the 
Bareboat Charter because of economic obsolescence for 
Ohio's needs with respect to any or all of the vessels. In such 
event, Ohio would cause the vessels declared obsolete to be 
sold to an unrelated third party, and the Bareboat Charter 
would terminate as to such vessels upon payment to the 
Shipowner of the greater of the termination value, as 
specified in the Bareboat Charter, or the proceeds of the 
sale. 


It is further stated that Marad requires that the charterer 
demonstrate ability to operate the vessels. To meet this 
Marad requirement, Ohio will enter into an Operating Agree- 
ment with |&M, which has an existing River Transportation 
Division which operates barges and towboats on the Ohio 
River. Pursuant to this Operating Agreement, the vessels to 
be chartered by Ohio will be oerated by the River Transpor- 
tation Division of 1&M, as agent for Ohio and not as an in- 
dependent contractor. For this service Ohio will be billed at 
cost (including all overhead and indirect costs) by |&M. 
Costs associated with [&M’s River Transportation Division 
will be accounted for in the following manner. Charges for 
services and expenses of employees shall be based upon the 
actual time engaged in such activities, or in case that 
method is impracticable, upon the basis of a study of the 
time actually engaged during a representative period. The 
expenses incurred by |&M in regard to river transportation 
activities will include all elements of cost incurred in such 
activities, and the accounts shall be maintained so as to per- 
mit ready summarization of operation, maintenance and any 
other such expenses incurred by I&M and_ properly 
associated with river transportation services rendered to 
Ohio. 


The vessels will be used by Ohio to transport low sulfur coal 
arriving from the West on unit trains, such coal being 
transferred to the barges at the Cook Coal Terminal (‘‘Cook 
Terminal’) near Metropolis, Illinois. An application- 
declaration concerning the sale and leaseback of the Cook 
Terminal was filed with this Commission by Ohio on May 4, 
1976. (File No. 70-5862; HCAR No. 19551, June 2, 1976). 
Once on board the barges, the coal will be delivered to 
Ohio's steam electric generating plants. It is stated that the 
development of Western coal reserves by AEP System com- 
panies would lead to an increasing shortage of barging 
capacity. Inquiries into the availability of sufficient barging 
capacity to support the AEP System's planned Western coal 
movement led to the conclusion that commercial supply of 
barging capability would probably require a full-cost “take or 
pay” contract or a cost-plus contract, with the AEP System 
arranging the financing. It is stated that neither of these 
alternatives offered any economic benefit over direct control 
and operation. Additionally, Ohio concluded that to maintain 
reliability of shipment of adequate supplies of coal, 
operational control of the barges and towboats was 
desirable. Having control over its own barging, Ohio states, 
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will permit it to coordinate its rail and barge schedules so as 
to optimize the efficiency of the rail-barge mode of transpor- 
tation. 


It is anticipated that the vessels will transfer coal owned by 
1&M. Such transaction and all other transactions by Ohio 
with affiliated interests, other than the aforementioned |&M 
River Transportation Division operation, will be subject to 
further order of this Commission. Additionally, Ohio an- 
ticipates that no idle capacity in such vessels will develop. 
However, if from time to time this should take place, Ohio 
proposes that it may enter into short term sub-leasing of the 
vessels with non-affiliated interests on a fully compensatory 
basis. Any revenues derived from such non-affiliated trans- 
actions will be accounted for as credits against the amounts 
chargeable to FPC Account 151, Fuel Stock. 


The proceeds from the sale of the Construction Contracts 
will be used to repay Ohio for funds it has advanced for con- 
struction of the vessels. 


In connection with the proposed transactions, Ohio will pay, 
as supplemental rent under the Bareboat Charter, an amount 
equal to the Marad Investigation Fee of approximately 
$53,000 and amounts equal to each Annual Guarantee Fee 
thereafter, computed at the rate of % of 1% of the outstand- 
ing principal balance of the bonds. In addition, Ohio will pay 
a public offering underwriting fee estimated to be not in ex- 
cess of $190,000. Ohio will also pay insurance premiums 
for liability and property damage coverage in connection 
with its operation of the vessels. The initial annual premium 
will be approximately $495,000. Ohio will also pay the fees 
and expenses, including legal fees, incurred by the par- 
ticipants in the proposed transactions with respect to such 
transaction. Such fees and expenses are currently estimated 
to be not in excess of $160,000. No other fees, com- 
missions or expenses have been or will be paid or incurred 
by Ohio or by any affiliated company in connection with the 
herein described transaction except the Commission’s filing 
fee of $2,000 and miscellaneous espenses, including its 
own legal fees, not in excess of $75,000. It is stated that in 
addition to the approval by Marad in regard to its guarantee 
of the bonds, Ohio will file a copy of the Operating Agree- 
ment between Ohio and 1&M with the Public Service Com- 
mission of Indiana. It is further stated that no other state 
commission and no other federal commission, other than 
this Commission, has jurisdiction over the proposed transac- 
tions. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than July 19, 1976, request in writing that a 
hearing be held on such matter, stating the nature of his in- 
terest, and reasons for such request, and the issues of fact or 
law raised by said application-declaration which he desires 
to controvert; or he may request that he be notified if the 
Commission should order a hearing thereon. Any such re- 
quest should be addressed: Secretary, Securities and Ex- 
change Commission, Washington, D. C. 20549. A copy of 
such request should be served personally or by mail upon 
the applicant-declarant at the above-stated address and 
proof of service (by affidavit or, in case of an attorney at law, 
by certificate) should be filed with the request. At any time 
after said date, the application-declaration, as amended or 
as it may be further amended, may be granted and permitted 
to become effective as provided in Rule 23 of the General 
Rules and Regulation promulgated under the Act, or the 
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Commission may grant exemption from such rules as provid- 
ed in Rules 20(a) and 100 thereof or take such other action 
as it may deem appropriate. Persons who request a hearing 
or advice as to whether a hearing is ordered will receive any 
notices and orders issued in this matter, including the date 
of the hearing (if ordered) and any postponement thereof. 





For the Commission, by the Division of Corporate Regula- et 
tion, pursuant to delegated authority. 
George A. Fitzsimmons 
Secretary 
ae 
PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19591/June 24, 1976 
€( 
In the Matter of 
ALLEGHENY POWER SYSTEM, INC. 
New York, New York 
(70-5809) 
« 


SUPPLEMENTAL ORDER CORRECTING ERRORS 


The order previously issued in this matter on April 6, 1976 

(HCAR No, 19464), omitted, in part, the applicant's state- a 
ment regarding the interest rates of the proposed short-term 

borrowings. The second sentence of the third paragraph of 

said order should read as follows: ‘‘The unsecured 
promissory notes, to be issued to the banks as evidence of ‘ 
such borrowings,... will bear interest at the prime, or 

equivalent, interest rate of the bank from which the borrow- 

ing is made in effect at the time of issuance or in effect from 

time to time.” 


For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. le 


George A. Fitzsimmons 
Secretary 





at 
PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19592/June 24, 1976 « 
In the Matter of 
MONONGAHELA POWER COMPANY 
Fairmont, West Virginia 
THE POTOMAC EDISON COMPANY 4 
Hagerstown, Maryland 4 
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WEST PENN POWER COMPANY 
Greensburg, Pennsylvania 


(70-5844) 
SUPPLEMENTAL ORDER CORRECTING ERRORS 


The order previously issued in this matter on June 4, 1976 
(HCAR No. 19557), omitted, in part, the applicants’ state- 
ment regarding the interest rates of the proposed short-term 
borrowings. The second sentence of the fourth paragraph of 
said order should read as follows: The unsecured promissory 


‘notes, to be issued to the banks as evidence of such 


borrowing, ... will bear interest at the prime, or comparable, 
interest rate of the bank from which the borrowing is made 
in effect at the time of issuance or in effect from time to 
time.” 


For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 








TRUST INDENTURE ACT OF 1939 





TRUST INDENTURE ACT OF 1939 
Release No. 438/June 21, 1976020 
SEE 


SECURITIES ACT OF 1933 
Release No. 5719/June 21, 1976 





TRUST INDENTURE ACT OF 1939 
Release No. 439/June 22, 1976 


SEE 


SECURITIES ACT OF 1933 
Release No. 5720/June 22, 1976 





INVESTMENT COMPANY ACT OF 1940 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9325/June 18, 1976 


Admin. Proc. File No. 3-3767 


In the Matter of 


INTERNATIONAL TELEPHONE & TELEGRAPH CORP- 


ORATION 

HAMILTON MANAGEMENT CORPORATION 
HARTFORD VARIABLE ANNUITY LIFE INSURANCE 
COMPANY 

HARTFORD EQUITY SALES COMPANY, INC. 

New York, New York 


(812-3197) 


ORDER WITHDRAWING APPLICATIONS AND DIS- 
MISSING PROCEEDINGS 


The above-captioned companies applied, pursuant to Sec- 
tion 9(c) of the Investment Company Act, for an order ex- 
empting them from the provisions of Section 9(a) of that 
Act. They now request that their applications be withdrawn. 


Accordingly, IT IS ORDERED that the applications of the 
above companies be, and they hereby are, withdrawn, and 
that these proceedings be, and they hereby are, dismissed. 


For the Commission by the Office of Opinions and Review, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9326/June 21, 1976 


SEE 
SECURITIES ACT OF 1933 


‘Release No. 5719/June 21, 1976 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9327/June 21, 1976 


In the Matter of 
VARIED INDUSTRY PLAN, INC. 
and 


EXECUTIVE MANAGEMENT CORPORATION 
7551 U. S. Highway 24 West 
Fort Wayne, Indiana 


and 


WILLIAM BLAIR & COMPANY 
135 S. LaSalle Street 
Chicago, Illinois 


(812-3935) 
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NOTICE OF FILING OF APPLICATION FOR EXEMPTION 
PURSUANT TO SECTION 6(c) OF THE ACT FROM PRO- 
VISIONS OF SECTION 15(a) OF THE ACT. 


NOTICE IS HEREBY GIVEN THAT Varied Industry Plan, Inc. 


(the ‘“Fund"”) an open-end, diversified, management invest-’ 


ment company registered under the Investment Company 
Act of 1940 (‘Act’), Executive Management Corporation 
(“EMC”) and William Blair & Company (“Blair”), investment 
advisers registered under the Investment Advisers Act of 
1940 (collectively referred to as ‘‘Applicants”), filed an 
application on March 30, 1976, and amendments thereto on 
June 1, 1976, and June 10, 1976, pursuant to Section 6(c) 
of the Act for an order of the Commission exempting the 
applicants from Section 15(a) of the Act to permit EMC and 
Blair to continue to render investment advisory services after 
termination of their present advisory contracts with the Fund 
and EMC, respectively. All interested persons are referred to 
the application on file with the Commission for a statement 
of the representations contained therein, which are sum- 
marized below. 


EMC, a wholly owned subsidiary of Midwestern United Life 
Insurance Company (“Midwestern”), serves as principal in- 
vestment adviser to the Fund. Blair, a Chicago investment 
banking firm, serves the Fund as additional investment 
counsel pursuant to a separate research agreement which 
Blair has entered into with EMC. Both EMC and Blair serve 
pursuant to contracts approved by the Fund’s shareholders 
for a term to end October 1, 1976. EMC receives an annual 
fee from the Fund of 1/2 of 1% of the average daily net 
assets of the Fund. EMC pays Blair an annual fee of 2/10 of 
1% of the Fund and the research agreement between EMC 
and Blair provide for automatic termination in the event of 
assignment as defined in the Act. 


February 26, 1976, NV the Netherlands Insurance Company 
est 1845 (‘Netherlands’) made a cash tender offer for at 
least two-thirds of the outstanding shares of Midwestern. 
The tender period ended on March 17, 1976; and more than 
77% of the Midwestern shares were purchased by 
Netherlands as of that date. An extension of the tender 
period until March 22, 1976, resulted in Netherlands 
purchasing an additional 3% of the Midwestern shares. 
Netherlands is a Netherlands corporation whose address is 
Prinses Beatrixlaan 15, The Hague, the Netherlands. It is a 
wholly-owned subsidiary of Nationale-Nederlanden N.V. 
“Nationale-Nederlanden’’, a Netherlands corporation whose 
head office address is also Prinses Beatrixlaan 15, The 
Hague, the Netherlands. Nationale-Nederlanden is the 
largest publicly owned insurance holding company in the 
Netherlands. Nationale-Nederlanden, with operations 
throughout the world, comprises twenty-nine life and non- 
life insusance companies, several reinsurance companies 
and several financial institutions engaged in investment ac- 
tivities, among which are property development and 
mortgage banking. 


Section 15(a) of the Act provides, among other things, that 
it shall be unlawful for any person to act or serve as an in- 
vestment adviser of a registered investment company except 
pursuant to a written contract which must be approved by 
the majority of the outstanding voting securities of such 
registered investment company, and requires that such 
written contract must provide for automatic termination in 
the event of its assignment. 
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Section 2(a)(4) of the Act defines “assignment” to include 
any direct or indirect transfer of a controlling block of the 
assignors outstanding voting securities by a security holder 
of the assignor. 


Applicants believe that the sale and transfer of over 80% of 
the outstanding voting securities of Midwestern to 
Netherlands confers upon Netherlands voting control of 
Midwestern, and therefore terminates the investment ad- 
visory contract between the Fund and EMC. Applicants also 
believe that the research agreement between EMC and Blair 
may similarly have been terminated. 


At a meeting held on March 19, 1976, the Fund’s board of 
directors, including a majority of those persons who are not 
“interested persons” of EMC, Blair or the Fund approved 
continuation of the present advisory agreement between the 
Fund and EMC, and continuation of the research agreement 
between Blair and EMC, based upon the conclusion of the 
directors that control of Midwestern by Netherlands would 
not have a detrimental effect on the ability of EMC or Blair to 
provide advisory services to the Fund, annd that the con- 
tinuation of the above agreements would serve the best in- 
terests of the Fund’s shareholders. 


Applicants request an order of temporary exemption, com- 
mencing at the time of the termination of the advisory 
agreement between the Fund and EMC, and termination of 
the research agreement between EMC and Blair, from Sec- 
tion 15(a) of the Act to permit EMC to continue to provide 
investment advisory services to the Fund on a lower of cost 
or fee basis, and to permit Blair to continue to provide cer- 
tain research information to EMC without receiving any im- 
mediate compensation until a new investment advisory 
agreement between certain research information to EMC 
without receiving any immediate compensation until a new 
investment advisory agreement between the Fund and EMC, 
and a new research agreement between EMC and Blair are 
presented for approval or disapproval by the Fund’s share- 
holders at the Fund’s 1976 annual meeting scheduled to be 
held on September 30, 1976. At this annual meeting the 
Fund’s shareholders will also be asked to approve or dis- 
approve the payment to EMC and Blair of the full fees speci- 
fied in their present contracts with the Fund and EMC, re- 
spectively, for the period during which those contracts were 
not in effect. 


Section 6(c) of the Act provides that the Commission, by 
order upon application, may conditionally or unconditionally 
exempt any person or transactions from any provision of the 
Act or of any rule or regulation thereunder, if and to the ex- 
tent that such exemption is necessary or appropriate in the 
public interest and consistent with the protection of in- 
vestors and the purposes fairly intended by the policy and 
provisions of the Act. 


Applicants contend that the granting of the requesed ex- 
emptions from Section 15(a) of the Act is necessary and ap- 
propriate in the public interest and consistent with the 
protection of investors and the purposes fairly intended by 
the policy and provisions of the Act. In support of their con- 
tention, Applicants assert that there has not been and will 
not be any disruption or change in the advisory services 
provided to the Fund by EMC. Applicants assert that the 
Fund will continue to receive the same advisory services 
provided by the same personnel as it has previously; and 
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ee since there will be no change in the management of the 
Fund, there is no reason why EMC and Blair should not ul- 

@ i: receive the compensation originally contemplated 
by the parties. Applicants also assert that the Netherlands 
management has represented that it believes Midwestern to 
be well managed, and does not have any present plans to 
make changes in Midwestern’s management, business or 
corporate practices. Applicants further assert that Blair is 
completely removed from the Netherlands purchase. Finally, 
Applicants assert that the Fund should not be deprived of 
the research services provided EMC by Blair, and Blair 
should not be deprived of fair compensation for providing 
such research services. 


¢®@ 


®@ NOTICE IS FURTHER GIVEN that any interested person 
may, not later than July 15, 1976, at 5:30 p.m., submit to 
the Commission in writing a request for a hearing on the 
matter accompanied by a statement as to the nature of his 
interest, the reason for such request and the issues of fact or 
law proposed to be controverted, or he may request that he 
be notified if the Commission shall order a hearing thereon. 
Any such communication should be addressed: Secretary, 
Securities and Exchange Commission, Washington, D.C. 
20549. A copy of such request shall be served personally or 
by mail upon Applicants at the addresses stated above. 
Proof of such service (by affidavit or in case of an attorney- 
at-law by certificate) shall be filed contemporaneously with 
the request. As provided by Rule O-5 of the rules and 
regulations promulgated under the Act, an order disposing of 
the application herein will be issued as of course following 
said date, unless the Commission thereafter orders a hearing 
2 upon request or upon the Commission’s own motion. Per- 
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sons who request a hearing or advice as to whether a hear- 
ing is ordered will receive any notices and orders issued in 
this matter, including the date of the hearing (if ordered) and 
any postponements thereof. 





@ 
For the Commission, by the Division of Investment Manage- 
ment, pursuant to delegated authority. 
George A. Fitzsimmons 
Secretary 
& 
INVESTMENT COMPANY ACT OF 1940 
1e Release No. 9328/June 21, 1976 
In the Matter of 
NUVEEN INCOME FUND (SERIES 1 AND SUBSE- 
QUENT SERIES) 
S and 


JOHN NUVEEN & CO. INCORPORATED 
209 South LaSalle Street 
Chicago, Illinois 60604 


2 (812-3965) 


o NOTICE OF FILING OF APPLICATION PURSUANT TO 


SECTION 6(c) OF THE ACT FOR AN ORDER OF 
EXEMPTION FROM THE PROVISIONS OF SECTION 14(a) 
OF THE ACT AND RULE 19b-1 THEREUNDER. 


NOTICE IS HEREBY GIVEN THAT Nuveen Income Fund 
(Series 1 and Subsequent Series) (the “ Fund”), a unit invest- 
ment trust registered under the Investment Company Act of 
1940 (“Act”) and its sponsor, John Nuveen & Co. Incor- 
porated (“Sponsor”) (hereinafter the Fund and the Sponsor 
are referred to collectively as ‘‘Applicants”), have filed, on 
June 9, 1976, an application pursuant to Section 6(c) of the 
Act for an order of the Commission exempting Applicants 
from the provisions of Section 14(a) of the Act, and the 
provisions of Rule 19b-1 under the Act. All interested per- 
sons are referred to the application on file with the Commis- 
sion for a statement of the representations contained 
therein, which are summarized below. 


Each Series of the Fund will be a registered unit investment 
trust organized under the laws of the Commonwealth of 
Massachusetts. It is intended that United States Trust Com- 
pany of New York will act as Trustee of each Series 
(“Trustee”), and State Bank and Trust Company will 
act as Co-Trustee (‘‘Co-Trustee”) pursuant to a trust inden- 
ture and agreement (‘Indenture’) among the Trustee, Co- 
Trustee, Sponsor and Tel-Stat Systems, Inc. as Evaluator 
(“Evaluator’’). Each Series will be governed by a trust inden- 
ture and agreement which will contain standard terms and 
conditions common to all Series. 


Pursuant to the Indenture governing the first Series, the 
Sponsor proposes to deposit with the Trustee at least $5,- 
000,000 principal amount of debt securities of corporations 
and other entities, including contracts and funds for the 
purchase of such securities (‘Bonds’), which the Sponsor 
will have accumulated for such purposes. For each ad- 
ditional Series, Applicants represent that the portfolio will be 
greatly in excss of $100,000, although the size of future 
series has not yet been established. Simultaneously with 
such deposit the Trustee will deliver to the Sponsor 
registered certificates for Units representing the entire 
ownership of the Series. These Units will in turn be offered 
for sale to the public by the Sponsor. Each Series will consist 
of Bonds, such securities as may continue to be held from 
time to time in exchange or substitution for any of the 
Bonds, and accumulated and undistributed income. 


Distributions of interest on the first Series will be made 
semi-annually unless a Unitholder elects to receive them 
monthly or quarterly. It is proposed that principal be dis- 
tributed semi-annually. 


SECTION 14(a) 


Section 14(a) of the Act, in substance, provides that no 
registered investment company and no principal underwriter 
for such a company shall make a public offering of securities 
of which such company is the issuer unless (1) the company 
has a net worth of at least $100,000; (2) at the time of a 
previous public offering it had a net worth of $100,000; or 
(3) provision is made that a net worth of $100,000 will be 
obtained from not more than twenty-five responsible per- 
sons within ninety days, or the entire proceeds received, in- 
cluding sales charge, will be refunded. 


Applicants seek an exemption from the provisions of Section 
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14(a) in order that a public offering of Units of the Fund as 
described above may be made. In connection with the re- 
quested exemption from Section 14(a) the Sponsor agrees 
(1) to refund, on demand and without deduction, all sales 
charges to purchasers of Units of a Series if, within ninety 
days from the time that a registration statement for a Series 
becomes effective under the Securities Act of 1933, the net 
worth of the Series shall be reduced to less than $100,000, 
or if such Series is terminated; (2) to instruct the Trustee on 
the date bonds are deposited in each Series that in the event 
that redemption by the Sponsor of Units constituting a part 
of the unsold Units shall result in that Series having a net 
worth of less than 40% of the principal amount of Bonds 
originally deposited for such Series, the Trustee shall ter- 
minate the Series in the manner provided in the Indenture 
and distribute any bonds or other assets deposited with the 
Trustee pursuant to the Indenture as provided therein; and 
(3) in the event of termination for the reasons described in 
(2) above, to refund any sales charges to any purchasers of 
Units purchased from the Sponsor on demand and without 
any deduction. 


RULE 19b-1 


Rule 19b-1 provides in substance that no registered invest- 
ment company which is a ‘regulated investment company” 
as defined in Section 851 of the Internal Revenue Code shall 
distribute more than one capital gain dividend in any one 
taxable year. Paragraph (b) of the Rule contains a similar 
prohibition for a company not “a regulated investment com- 
pany” but permits a unit investment trust to distribute 
capital gains dividends received from a “regulated invest- 
ment company” within a reasonable time after receipt. 


Distributions of principal on each Series will be made to un- 
itholders semiannually. Distributions of principal constituting 
capital gains to unitholders may arise in the following in- 
stances; (1) If an issuing authority calls or redeems an issue 
of bonds held in the portfolio, the sums received by the Fund 
will be distributed on a pro-rata basis to each unitholder on 
the next distribution date; (2) if units are redeemed by the 
Trustee and bonds from the portfolio are sold to provide the 
funds necessary for such redemption, each unitholder will 
receive his pro rata portion of the proceeds from the bonds 
sold over the amount required to satisfy such redemption 
distribution; and (3) if bonds held in the portfolio must be 
disposed in order to maintain the qualification of a Series as 
a regulated investment company under the Internal Revenue 
Code, the sums received by the Fund will be distributed ona 
pro rata basis to each unitholder on the next distribution 
date. In such instances a unitholder may receive in his dis- 
tribution funds which constitute capital gains, since in some 
cases the value of the portfolio bonds redeemed or sold may 
have increased since the date of initial deposit. 


As noted, Paragraph (b) of Rule 19b-1 provides that a unit 
investment trust may distribute capital gain dividends 
received from a “regulated investment company” within a 
reasonable time after receipt. Applicants assert that the pur- 
pose behind such provision is to avoid forcing unit invest- 
ment trusts to accumulate valid distributions received 
throughout the year and distribute them only at year end, 
and that the operations of Applicants in this regard are 
squarely within the purpose of such provision. However, in 
order to comply with the literal requirements of the Rule, 
each Series of Applicant would be forced to hold any monies 
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which would constitute capital gains upon distribution until 
the end of its taxable year. The application contends that 
such practice would clearly be to the detriment of the unit- 
holders. 


In the support of the requested exemption, Applicants state 
that the dangers against which Rule 19b-1 is intended to 
guard do not exist in the situation at hand since neither the 
Sponsor nor the Fund has control over events which might 
trigger capital gains, e.g., the tendering of Fund units for 
redemption and the prepayment of portfolio bonds by the 
issuing authorities. In addition, it is alleged that any capital 
gains distribution will be clearly indicated as capital gains in 
the accompanying report by the Trustee to the Unitholder. 


Section 6(c) of the Act provides, in part, that the Commis- 
sion may, upon application, conditionally or unconditionally 
exempt any person, security or transaction, or any class or 
classes of persons, securities or transactions from any provi- 
sion of the Act or of any rule or regulation under the Acct, if 
and to the extent such exemption is necessary or ap- 
propriate in the public interest, and consistent with the 
protection of investors and the purposes fairly intended by 
the policy and provisions of the Act. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than July 15, 1976, at 5:30 p.m., submit to 
the Commission in writing a request for a hearing on the 
matter accompanied by a statement as to the nature of his 
interest, the reasons for such request, and the issues, if any, 
of fact or law proposed to be controverted, or he may re- 
quest that he be notified if the Commission shall order a 
hearing thereon. Any such communication should be ad- 
dressed Secretary, Securities and Exchange Commission, 
Washington, D.C. 20549. A copy of such request shall be 
served personally or by mail upon the Applicants at the ad- 
dresses stated above. Proof of such service (by affidavit or, 
in the case of an attorney-at-law, by certificate) shall be filed 
contemporaneously with the request. As provided by Rule 0- 
5 of the Rules and Regulations promulgated under the Act, 
an order disposing of the application herein will be issued as 
of course following said dates unless the Commission 
thereafter orders a hearing upon request or upon the Com- 
mission's own motion. Persons who request hearing or ad- 
vice as to whether a hearing is ordered, will receive any 
notices and orders issued in this matter, including the date 
of the hearing (if ordered) and any postponements thereof. 


For the Commission, by the Divisin of Investment Manage- 
ment, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9329/June 22, 1976 


SEE 


SECURITIES ACT OF 1933 
Release No. 5720/June 22, 1976 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 9330/June 23, 1976 


In the Matter of 


WEEDEN TAX EXEMPT BOND TRUST SERIES 1 (AND 
SUBSEQUENT SERIES) 


and 


WEEDEN & CO. 
25 Broad Street 
New York, New York 10004 


(812-3945) 


ORDER PURSUANT TO SECTION 6(c) OF THE ACT 
GRANTING EXEMPTION FROM THE PROVISIONS OF 
SECTION 14(a) OF THE ACT AND RULES 19b-1 AND 22c- 
1 THEREUNDER. 


On May 28, 1976, a notice was issued (Investment Com- 
pany Act Release No. 9308) of an application filed on April 
23, 1976, and an amendment thereto on May 25, 1976, by 
Weeden Tax Exempt Bond Trust, Series 1 (‘First Trust”) and 
its sponsor, Weeden & Co. (“Sponsor’’) (collectively the 
“Applicants’), pursuant to Section 6(c) of the Investment 
Company Act of 1940 ("Act") for an order of the Commis- 
sion exempting the First Trust and subsequent Series 
(hereinafter referred to collectively as ‘‘Trusts’’) from the 
provisions of Section 14(a) of the Act, and exempting the 
frequency of capital gains distributions of the Trusts and the 
secondary market operations of the Sponsor from the 
provisions of Rule 19b-1 and Rule 22c-1 respectively, under 
the Act. 


The notice gave interested persons an opportunity to request 
a hearing, and stated that an order disposing of the applica- 
tion would be issued as of course unless a hearing should be 
ordered. No request for a hearing has been filed and the 
Commission has not ordered a hearing. 


The matter has been considered, and it is found that the 
granting of the requested exemptions is appropriate in the 
public interest and consistent with the protection of in- 
vestors and the purposes fairly intended by the policy and 
provisions of the Act. Accordingly, 


1T!1S ORDERED, pursuant to Section 6(c) of the Act, that the 
application for exemption from the provisions of Section 
14(a) of the Act and Rules 19b-1 and 22c-1 under the Act, 
to the extent requested, be, and hereby is, granted, effective 
forthwith. 


For the Commission, by the Division of Investment Manage- 
ment, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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INVESTMENT ADVISERS ACT OF 1940 
Release No. 522/June 21, 1976 


SEE 


SECURITIES ACT OF 1933 
Release No. 5719/June 21, 1976 








SECURITIES INVESTOR PROTECTION ACT 





SECURITIES INVESTOR PROTECTION ACT OF 1970 
Release No. 57/June 24, 1976 


SEE 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 12573/June 24, 1976 








LITIGATION 





Litigation Release No. 7453/June 18, 1976 


S.E.C. v. HOWARD GARFINKLE, ET AL. (U.S. District Court, 
Southern District of New York) 75 Civ. 184 (CMM) 


The Securities and Exchange Commission (“Commission”) 
announced today that on May 17, 1976 Judge Charles M. 
Metzner signed the Final Judgement of Permanent Injunc- 
tion against the United Welfare Fund (“United”) and the 
United Welfare Fund-Security Division (“Security Division’). 
On March 18, 1975 Judge Charles M. Metzner had entered 
a preliminary injunction against United which in part 
restricted the investment of funds by United to certificates of 
deposit, Treasury bills, federally insured savings banks and 
investments of a similar prudent nature. The Final Judgment 
ordered the Security Division to engage, within 90 days 
from the entry of the Final Judgment, an investment 
manager, satisfactory to the Commission, to manage the in- 
vestment portfolio of the Security Division. 


The complaint alleged that Bernard Tolkow (‘‘Tolkow”), a 
defendent in this action who is presently serving six months 
of an 18 month sentence for vioiations arising out of trans- 
actions, in an unrelated action, which transactions involved 
United and its business dealings, controlled the investment 
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policies of the Security Division, a division of United. The 
complaint also alleged that Tolkow caused the Security Divi- 
sion, from December 1971 through January 1974, to lend 
money to Howard Garfinkle (‘‘Garfinkle’’), a defendant in this 
action, secured by junior mortgages on properties Garfinkle 
owned or was the general partner of a limited partnership. In 
addition, Tolkow, on behalf of United, purchased from Gar- 
finkle share ownership participations in mortgages executed 
between Stonehenge Industries Inc. (“Stonehenge”), a 
defendant in this action, and Garfinkle. The complaint also 
alleged that Garfinkle after receiving substantially full pay- 
ment from Stonhenge with respect to the mortgage 
obligations that comprised United’s share ownership par- 
ticipation misappropriated these funds by failing to remit to 
United its proportional share of the funds paid by 
Stonehenge, thereby converting to his own use and benefit 
the moneys paid by Stonehenge. The complaint also alleged 
that Garfinkle paid to Tolkow approximately $105,000 in 
kickbacks to induce Tolkow to cause United to lend money 
to Garfinkle and to participate in various mortgages with 
Garfinkle. Furthermore, the complaint alleged that these 
kickbacks were masked in the form of investment returns to 
Tolkow on purported personal investments he made with 
Garfinkle. 


The order of Final Judgment enjoins United and the Security 
Division from further violations of the anti-fraud provisions 
of the federal securities laws. Furthermore, the Security Divi- 
sion was ordered to have its certified public accountants 
verify and confirm the payout of benefits to union 
beneficiaries pursuant to court ordered procedures. In addi- 
tion the order 





Litigation Release No. 7454/June 18, 1976 


SEC v. Martin, et al., 
Civil 76-203 (W.D.N.Y.) 


William D. Moran, Administrator of the New York Regional 
Office, announced that on June 7, 1976, the Honorabie 
John T. Curtin, Chief Judge of the United States District 
Court for the Western District of New York, issued a Final 
Judgment of Permanent Injunction and Order of Ancillary 
Relief against defendants Charles E. Martin (“Martin”), C.E. 
Martin Co., Inc. (“Martin Co.”), and Tex-Tel International Inc 
(‘‘Tex-Tel’’). The Final Judgment and Order enjoins 
defendents Martin, Martin Co., and Tex-Tel from violations 
of Sections 5(a), 5(c), and 17(a) of the Securities Act of 
1933 (Securities Act’), Section 10(b) of the Securities Ex- 
change Act of 1934 (‘Exchange Act’) and Rule 10b-5 
thereunder. The Final Judgment and Order also orders 
defendents Martin, Martin Co., and Tex-Tel to disgorge to 
the Clerk of the Court all sums of money or other property 
improperly obtained or realized by them or by those acting in 
concert or participation with them as a result of the transac- 
tions described in the complaint, which was filed on May 3, 
1976. The complaint states that at least $120,000 face 
amount of unregistered Tex-Tel Certificates of Indenture had 
been sold to investors in the Buffalo, New York area and 
elsewhere. Defendents Martin, Martin Co., and Tex-Tel 
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failed to answer the Commission’s complaint, and the Final 
Judgment and Order was entered against them by default. 


Defendant Rollo D. Lutz (‘Lutz’) consented, without admit- 
ting or denying the allegations of the Commission’s com- 
plaint to the entry of a final judgment of permanent injunc- 
tion against him, which judgment was signed by Judge Cur- 
pin mniKunsi7, 176. Hhs kicapikujvmsnhiaguinsh dsfsn- 
junhlPuty scjvins pim krmmiviglapimnsof Sections 5(a), 5(c), 
and 17(a) of the Securities Act, Section 10(b) of the Ex- 
change Act, and Rule 10b-5. 


For further information, see Litigation Release No. 7401. 





Litigation Release No. 7455/June 21, 1976 
SEC v. INTERTIE, INC., ET AL. CV 75-2775-LTL (C.D.CA) 


Gerald E. Boltz, administrator of the Los Angeles Regional 
Office of the Securities and Exchange Commission an- 
nounced that on April 15, 1976, the Honorable Lawrance T. 
Lydick of the United States District Court in Los Angeles, 
entered preliminary injunctions against Steven W. Murphy 
(Murphy), and Henry D. Thoreau (Thoreau), both of Laguna 
Beach, California, from further violations of the registration 
provisions of the Securities Act of 1933 and the anti-fraud 
provisions of the Securities Act of 1933 and the Securities 
Exchange Act of 1934. Intertie, Inc. (Intertie) and two in- 
dividual defendants had previously been permanently en- 
joined by consent. On May 25, 1976, Judge Lydick entered 
a final judgment and order of permanent injunction against 
Thoreau. Thoreau consented to be enjoined without admit- 
ting or denying the allegations set forth in the Commission's 
complaint. Murphy is the only remaining defendant in this 
action. 


In connection with the entry of the preliminary injunction, 
the Court found that the defendants had violated the 
registration provisions of the federal securities laws in con- 
nection with the offer and sale of limited partnership in- 
terests in cable television limited partnerships syndicated by 
Intertie since December 1, 1972. Intertie had formed the 
limited partnerships for the purpose of acquiring existing 
cable television facilities, or facilities to be built, from Intertie 
or its wholly owned subsidiaries under the terms of a fifteen 
year triple net lease. 


The Court also found that the defendants had violated the 
anti-fraud provisions of the federal securities laws as a result 
of the failure to disclose adequate information relating to: 
Intertie’s dependency upon new funds raised from investors; 
Intertie’s track record and financial condition; the roll to be 
played by general partners; tax benefits of the investments; 
and the price paid by Intertie for cable television facilities 
prior to their resale to the partnerships. 


For further information see Litigation Releases 7056 and 
7168. 
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Litigation Release No. 7456/June 21, 1976 


@** v. J & B Industries, Inc., et al (D.C. Mass., 1974) 


~ 


Floyd H. Gilbert, Administrator of the Boston Regional Of- 
fice, today announced that on June 8, 1976, the Honorable 
Frank J. Murray, United States District Judge for the District 
of Massachusetts, allowed the Commission’s motion re- 
questing that Daniel B. Bickford, Esquire, be made perma- 
nent receiver for J & B Industries, Inc. (J & B), American In- 
dustrial Research Corporation (AIRCO) and American 
Investment Management Corporation. Mr. Bickford had 
been appointed temporary receiver following a hearing on 
October 2, 1974. 


In its motion to the court, the Commission argued that the 
temporary receiver had received assets, property, books and 
records as well as funds on deposit at the City Bank and 
Trust Company in Boston Massachusetts, belonging to 
AIRCO and J & B; that his actions related to investors in 
AIRCO; and that subsequent actions by the receiver would 
be “expeditiously and efficaciously’’ aided by his permanent 
appointment. 





Litigation Release No. 7457/June 21, 1976 


SEC v. WESTERN ORBIS COMPANY 
(D.D.C. Civil Action No. 76-0127) 


The Securities and Exchange Commission (‘Commission’) 
announced the filing on June 2, 1976 of a Motion to Ad- 
judicate Western Orbis Company (“Western Orbis’) of Los 
Angeles, California, and its President, William Malat, in civil 
contempt of the Court order entered by The Honorable U.S. 
District Judge Oliver Gasch, on April 27, 1976. That order 
required Western Orbis to file with the commission at its 
headquarters in Washington, D.C. and with the American 
Stock Exchange and the Pacific Stock Exchange within four- 
teen (14) days certain delinquent periodic reports and en- 
joined Western Orbis from further failing to timely and 
properly file annual, quarterly and periodic reports with the 
Commission. 


The Commission also requested that the U.S. District Court 
for the District of Columbia enter an order in the public in- 
terest which will protect the shareholders and creditors of 
Western Orbis and will effectuate proper compliance with 
the Court’s Order of April 27, 1976. 


On June 3, 1976, Judge Gasch entered an Order to show 
Cause Why Western Orbis and William Malat Should Not Be 
Held in Civil Contempt. 


in its Motion for Contempt, the Commission alleged that 
Western Orbis continued to fail to file and William Malat 
continued to fail to cause to be filed with the Commission, 
the American Stock Exchange, and the Pacific Stock Ex- 
change, Western Orbis’ annual report on Form 10-K for its 
fiscal uear ended June 30, 1975, its quarterly reports on 
Form 10-Q for its fiscal quarters ended September 30, 
1975, December 31, 1975, and March 31, 1976, and a 


current report on Form 8-K disclosing the company’s par- 
ticipation in the instant law suit as required by Form 8-K, 
Item 3. 





Litigation Release No. 7458/June 22, 1976 


SEC v. CONTINENTAL GOLD AND SILVER 
CORPORATION, ET AL.(D. Utah Civil Action No. C 75-414) 


Robert H. Davenport, Administrator of the Denver Regional 
Office of the Securities and Exchange Commission today an- 
nounced that on May 19, 1976, the Honorable Willis W. 
Ritter, Chief Judge of the Federal District Court in Salt Lake 
City, Utah, signed an order of Permanent Injunction by 
default against Continental Gold and Silver Corporation, a 
Utah corporation. 


The order, in substance, enjoins Continental Gold and Silver 
Corporation from violating Section 5(a), 5(c), and 17(a) of 
the Securities act of 1933 and Section 10(b) of the 
Securities Exchange Act of 1934 and Rule 10b-5 
thereunder, in connection with the sale of its common stock 
or any other security. 


For further information see Litigation Release Nos. 7139 
and 7223. 





Litigation Release No. 7459/June 22, 1976 


STATE OF WYOMING v. BOB CHARLES CRAVER (First 
Judicial District) 


Thyra Thompson, Secretary of State, Cheyenne, Wyoming 
and Robert H. Davenport, Administrator of the Denver 
Regional Office of the Securities and Exchange Commission, 
jointly announced that on May 14, 1976 a statewide grand 
jury impaneled at Laramie County, Wyoming returned two 
indictments against Bob Charles Craver of Casper, 
Wyoming—one charging him with four counts of fraud in 
the sale of securities and the other charging him with eleven 
counts of selling unregistered securities in violation of 
sections17-117.1 and 117.7 of the Wyoming statutes. In 
addition, on May 15, 1976 Craver was charged by the same 
grand jury with 23 counts of embezzlement of money of 
Financial Management Corporation in certain of the counts 
and Jiffy Burgers, Inc. in the remaining counts. 


The Denver Regional Office furnished assistance to the Of- 
fice of the Attorney General and the Office of the Secretary 
of State of Wyoming in connection with this matter. 
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Litigation Release No. 7460/June 22, 1976 


S.E.C. v. RECLAMATION DISTRICT NO. 2090, et al. (N.D. 
CA) Court Case Number: C76-1231-SAW 


Gerald E. Boltz, Regional Administrator of the Los Angeles 
Regional Office, and Michael J. Stewart, Acting Associate 
Regional Administrator of the San Francisco Branch Office, 
announced the filing of a complaint in the United States 
District Court for the Northern District of California on June 
17, 1976, against Reclamation District No. 2090 [County of 
Contra Costa, California] (‘‘the District’) a quasi- 
governmental agency of the State of California; Max H. 
Mortensen (‘‘Mortenson”) of Oakland, California; John B. 
Schoenfeld (‘Schoenfeld’) and Lowell C. Lundell (’‘Lundell’’) 
of Atherton, California; Robert D. Lewis (‘Lewis’) and Urban 
J. Schreiner (““Schreiner’’) of Palo Alto, California; James H. 
Dondich (“Dondich’’), also known as James Harold, of Santa 
Ana, California; Louis M. Mayo (“Mayo”) of Havertown, 
Pennsylvania; National Municipal Bond C., Inc (‘‘National’’) 
and Roger W. Osness (‘Osness”) of St. George, Utah; Roy J. 
Jackson (“Jackson”) of Ogden, Utah; MFAI Associates 
(“MFAI") of Inglewood, California; Lawrance A. Luebbe 
(‘‘Luebbe’’) of Los Angeles, California; Benchmark 
Securities, Inc. (‘Benchmark’) and Sheldon Fidler ("‘Fidler’’) 
of Beverly Hills, California; Arnold Phillips (‘Phillips’) of 
Sherman Oaks, California; All-States Tax exempt Securities, 
Inc. (“All-States’’), Pasquale A. Tamburri (‘‘Tamburri’’), also 
known as Pat Tamburri, and Jules L. Steele (“Steele”) of 
Clearwater, Florida; George E. Grills (“Grills”) of Dunedin, 
Florida; and Norton Mc Giffin (‘“McGiffin) of North Largo, 
Florida, alleging violations and aiding and abetting of 
violations of the anti-fraud provisions of the Securities Act of 
1933 and the Securities Exchange Act of 1934, in connec- 
tion with the offer and sale of approximately $2.2 million in 
debt securities of the District 161 persons residing in 12 
states. 


The Complaint alleges that Schoenfeld, Lundell and Lewis 
are each members of a group which, in 1971, privately 
purchased approximately 80 per cent of the land encom- 
passed by the District. Subsequently, in 1973, acting in 
their capacity as Trustees of the District, they jointly 
authorized the District to purchase that land at a profit to the 
owning group of approximately $395,000. Thereafter, they 
voted to authorize the issuance by the District of the bond 
anticipation notes and promissory notes for the purpose of 
raising revenues, in part to be used to repay the District's 
obligation to the selling group. Defendants Schoenfeld, 
Lundell and Lewis each received a portion of the proceeds 
from the sale of the said promissory notes. 


The Commission's Complaint also alleges that the District, 
its Trustees Schoenfeld, Lundell and Lewis, its general 
manager Mortensen, its bond counsel Schreiner, and Don- 
dich, Mayo, National, Osness, Jackson, MFAI, Luebbe, 
Benchmark, Phillips and Fidler, variously, prepared, autho- 
rized, offered, sold and delivered general obligation bond an- 
ticipation notes (“bond anticipation notes) issued by the 
District in violation of the anti-fraud provisions of the gederal 
securities laws. 


The Complaint charges that the face of the bond anticipation 
note itself contains misrepresentations of material facts and 
omits to state material facts concerning among other things: 
(1) the revenues available to repay the bond anticipation 
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notes; (2) the availability of sources of funds other than 
revenues to repay the bond anticipation notes; (3) the insuf- 
ficiency of the District’s tax base to generate enough funds 
to repay the bond anticipation notes; and (4) the absence of 
any liability of the State of California and the County of Con- 
tra Costa to repay the bond anticipation notes. 


The Complaint further alleges that the District, Mortensen, 
Mayo, National, Osness, Jackson, MFAI and Luebbe 
variously prepared and delivered false and misleading offer- 
ing circulars and that Benchmark, Phillips and Fidler caused 
to be prepared and prepared television advertisements pur- 
porting to describe the District's bond anticipation notes. 
The Complaint asserts that these offering circulars and 
television advertisements contained false and misleading 
statements and omitted to state material facts concerning, 
among other things: (1) the use of proceeds derived from 
the note sales; (2) the underwriting discounts and com- 
missions received by the sellers of the bond anticipation 
notes; (3)' the financial condition of the District; (4) the 
operating history of the District; (5) the debt structure of the 
District; (6) the absence of approval by the Treasurer of the 
State of California for the issuance by the District of general 
obligation bonds; and (7) the risk factors involved in a 
purchase of the District's bond anticipation notes. 


The Complaint also alleges that Mortensen made mis- 
representations and omitted to state material facts regarding 
the productive capability and financial prospects of the 
District, and the ability of the District to repay the bond an- 
ticipation notes; that Schreiner made misrepresentations 
and omitted to state material facts regarding his investiga- 
tion into the legality and validity of the issue and the value 
purportedly received by the District in exchange for the bond 
anticipation notes; and that National, Jackson, MFAI, 
Luebbe, Benchmark and Fidler made misrepresentations and 
omitted to state material facts concerning the basis for their 
recommendations to buy the District's bond anticipation 
notes. Finally, in connection with the bond anticipation note 
sales, Dondich, Mayo and Osness are alleged to have made 
misrepresentations and omitted to state material facts to a 
purchaser regarding the marketability and security of the 
District's bond anticipation notes. 


The Complaint further alleges that the District, its Trustees 
Schoenfeld, Lundell and Lewis, its general manager 
Mortensen, its bond counsel Schreinger, and All-States, 
Tamburri, Grills, McGriffin and Steele authorized, prepared, 
offered, sold and delivered general obligation negotiable 
promissory notes (“promissory notes’) issued by the 
District. The Complaint asserts that these promissory notes 
on their face made the same misrepresentations and 
omitted the same material facts as the bond anticipation 
notes. 


The Complaint further charges that All-States, Tamburri, 
Grills, McGriffin and Steele variously prepared and delivered 
offering circulars purporting to describe the District's 
promissory notes. The Complaint alleges that the offering 
circular contained false and misleading statements and 
omitted to state material facts to investors concerning, 
among other things: (1) the use of proceeds derived from 
the note sales; (2) the underwriting discounts and com- 
missions received by the sellers of the promissory notes; (3) 
the financial condition, of the District; (4) the operating 
history of the District; (5) the debt structure of the District: 
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and (6) the risk factors involved in a purchase of the 


8 District's promissory notes. 


In addition, the Complaint charges that: Mortensen made 
misrepresentations and omitted to state material facts con- 
cerning: (1) the financial condition and (2) productive 
capability and financial prospects of the District, and (3) the 
existence of funds to repay the promissory notes; that 
Schreiner made misrepresentations and omitted to state 
material facts concerning: (1) the use of proceeds of the 
note issue; (2) the failure of the District to generate 
revenues from operations; and (3) the basis upon which he 
rendered his legal opinion with respect to the promissory 
notes; and that All-States, Tamburri, Grills, McGriffin and 
Steele variously made misrepresentations and omitted to 
state material facts concerning: (1) the bases for their 
recommendations to purchase ‘the District's promissory 
notes; (2) the risk factors involved in purchasing the District's 
promissory notes; (3) the nature of the security being offered 
for sale; and (4) the financial condition of the District. 


The Complaint seeks preliminary and permanent injunctive 
relief against all defendants, including the District, which 
filed a bankruptcy petition under Chapter IX of the Bankrupt- 
cy Act in San Francisco on Juné 15, 1976. 





Litigation Release No. 7461/June 23, 1976 


SEC v. ROBERT C. DRUCKER, et al., 
76 Civil 2643 (MEL) 


William D. Moran, Administrator of the New York Regional 
Office of the Securities and Exchange Commission, an- 
nounced that on June 16, 1976, a complaint was filed in the 
U.S. District Court for the Southern District of New York 
seeking to enjoin Robert C. Drucker, John L. Feldman, 
Edward R. Wertheimer, Robert Nathanson, and Beneficial 
Labs, Inc. (‘Beneficial’) from engaging in further violations 
of the registration and anti-fraud provisions of the federal 
securities laws. In addition, the Commission's Complaint 
seeks ancillary relief in the form of an order by the Court re- 
quiring Drucker to sever all relationships with Beneficial and 
requiring Drucker, Feldman, and Beneficial to file with the 
Court and Commission beneficial ownership reports in con- 
nection with Drucker and Feldman’s holdings of Beneficial 
securities. 


The Commission's complaint alleges that during 1975, the 
defendants participated in a scheme to sell unregistered 
Beneficial common stock in violation of Section 5(c) of the 
Securities Act of 1933 by feigned compliance with Rule 144 
under that Act. The Complaint further alleges that during the 
same period, Drucker engaged in a scheme to artificially 
raise and maintain the price of Beneficial’s common stock by 
manipulating the over-the-counter trading market for that 
security. The scheme is alleged to have involved, inter alia, a 
series of transactions wherein Drucker created the illusion of 
widespread bona fide buying interest in Beneficial common 
stock through the use of “matched order’ transactions and 
“wash sales”. ; 


Defendants John L.\ Feldman and Beneficial were previously 
permanently enjoined, by onsent, from violating the federal 
securities laws in connection with a public offering of units 
of Beneficial’s secuirities and a subsequent manipulation of 
the trading market for the securities of that issuer. The Court 
in this prior action also found defendant Robert C. Drucker to 
be in violation of numerous provisions of the federal 
securities laws and ordered ancillary relief in the form of a 
disgorgement of profits resulting from the manipulation. See 
SEC v. Commonwealth Chemical Securities, Inc., et. al., 74 
Civil 1984 (S.D.N.Y.) (Litigation Release No. 7348). 





Litigation Release No. 7462/June 23, 1976 


SEC v. E. L. Aaron & Co., Inc., et al. 
76 Civil 907 (LPG) (S.D.N.Y.) 


William D. Moran, Administrator of the New York Regional 
Office announced that on May 25, 1976, the Honorable Lee 
P. Gagliardi, United States District Judge for the Southern 
District of New York, signed Final Judgments of Permanent 
Injunction enjoining Edward L. Aaron ("E. Aaron”) and Nor- 
man Lawrence Schreiber (“Schreiber”) from violating Sec- 
tions 5(a), 5(c), and 17(a) of the Securities Act of 1933 
(“Securities Act’) and Section 10(b) of the Securities Ex- 
chance Act of 1934 ("Exchange Act’) and Rule 10b-5 
thereunder. 


On May 27, 1976, E.L. Aaron:& Co., Inc. (“Aaron & Co.’’) 
was'permanently enjoined from violating Sections 5(a), 5(c) 
and 17(a) of the Securities Act and Section 10(b) of the Ex- 
change Act and Rule 10b-5 thereunder. 


On March 31, 1976, May 21, 1976 and May 27, 1976, 
respectively, Fernando Erazo (‘‘Erazo”’), Daniel Dorfman 
(“Dorfman”) and Donald Darwin Jacobson (‘Jacobson’’) 
were permanently enjoined from violating Section 17(a) of 
the Securities Act and Section 10(b) of the Exchange Act 
and Rule 10b-5 thereunder. 


The Commission’s Complaint had alleged that Aaron & Co., 
E. Aaron and Schreiber arranged for principals of Lawn-A- 
Mat Chemical & Equipment Corp. (“LAM”) to sell 21,000 
shares of LAM stock, purportedly pursuant to Rule 144, an 
exemption from the registration provisions of the Securities 
Act. However, the defendants had allegedly failed to comply 
with the provisions of the Rule. 


The Complaint further alleged that from November 1974 to 
September 1975, Aaron & Co., Schreiber and Jacobson, 
aided and abetted by E. Aaron made false and misleading 
representations to investors and prospective investors in 
connection with the offer and sale of LAM common stock. 


Finally, the Complaint alleged that Erazo and Dorfman, prin- 
cipals of LAM, knew of these misrepresentations, but failed 
to notify any regulatory authorities or make any disclosure to 
its shareholders or franchisees whose names LAM supplied 
to:Aaron & Co. correcting or disaffirming the inaccurate in- 
formation or take any other effective action to halt or pre- 
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vent the misconduct. 

All of the defendants consented, without admitting or deny- 
ing the allegations in the Commission’s Complaint, to the 
entry to the above Final Judgments of Permanent Injunction. 


For more information see Litigation Release No. 7297. 





Litigation Release No. 7463/June 24, 1976 
U.S. v. RHOADS, ET. AL. (C.D., CA., CR-75-1403-EAC) 


William D. Keller, U.S. Attorney in Los Angeles, and Gerald 
E. Boltz, Administrator of the Los Angeles Regional Office of 
the Securities and Exchange Commission announced that on 
June 17, 1976, after a five-day jury trial, Nicholas G. Snyder 
of Houston, Texas, and John Michael Coughlin, Sr. of New- 
port Beach, California, were found guilty on eight counts of 
an indictment charging them with 1) conspiracy to violate 
the federal securities laws, 2) substantive violations of the 
Investment Company Act prohibiting bribes or kickbacks to 
mutual fund managers in connection with their purchase of 
securities for a registered investment company, 3) wire 
fraud, and 4) mail fraud. 


Specifically, defendant Snyder was charged with arranging 
in December 1971, to purchase $80,000 worth of the 
securities of Lincoln Management, of which R. Alden 
Rhoads was an officer. (Lincoln Management also acted as a 
manager of the Shamrock Fund until March 1972 when it 
was placed into a receivership.) In exchange for the above 
purchase, Rhoads, as fund manager for the Shamrock Fund, 
caused the Shamrock Fund to purchase $325,000 worth of 
the securities of Kardar Canadian Oils (formerly Great Sweet 
Grass Oils Ltd.) from defendant Snyder. Defendant Coughlin 
was charged with aiding and abetting the above transac- 
tions between Snyder and Rhoads, for which he received 
$50,000. In August, 1975, defendant Rhoads entered a 
guilty plea to one count of conspiracy in connection with the 
above scheme. 


This trial concludes a series of four trials in which Rhoads 
and others were charged with participating in a scheme 
whereby Rhoads in his capacity as portfolio manager for the 
Shamrock Fund caused the Shamrock Fund to purchase cer- 
tain securities in the amount of approximately $750,000 in 
return for which he or Lincoln Management received 
kickbacks. 


Sentencing of Snyder and Coughlin by the Honorable E. 
Avery Crary has been set for August 10, 1976. 


For further information, see Litigation Release Nos. 6892, 
7061, 7085, and 7089. 
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Litigation Release No. 7464/June 24, 1976 


Securities and Exchange Commission v. Howard R. Hughes, 
et al. C-75-0589-AJZ 


The Securities and Exchange Commission today announced 
that on June 15, 1976, the Honorable Alfonso J. Zirpoli, 
United States District Judge, issued an order substituting 
William Rice Lummis, Annette Gano Lumis, Richard C. 
Gano, Jr., and the First National Bank of Nevada, in their 
respective capacities as temporary co-administrators and 
special administrators of the Estate of Howard Robard 
Hughes in the States of Texas, California and Nevada, as 
party defendants in Securities and Exchange Commission v. 
Howard R. Hughes, et al. (C-75-0589 AJZ, N.D. Cal.) 


Judge Zirpoli reserved ruling on whether disgorgement is 
permissible in a Commission injunction action absent 
issuance of an injunction. 
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